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MISMANAGE  A BANK; 


V REVIEW 


OF  THE 


A\’ESTE11N  BANK  OF  SCOTLAND. 


ET)IXP>UKGIT ; ADAAI  AND  CHAELES  BLACK, 
AND  JOHN  NIACLAEEN. 


.MDCCCLIX. 


In  July  1858,  the  Eeport  of  the  Select  Committee  of  the 
House  of  Commons  on  “ Bank  Acts  ” was  issued,  containing 
the  details  of  the  crisis  of  1857  and  of  the  bankruptcy  of 
the  Western  Bank  of  Scotland. 

It  is  not  to  be  wondered  at,  though  it  is  matter  of  regret, 
that  with  such  a mass  of  conflicting  evidence  before  them  the 
Committee,  persuaded  “ that  no  mischief  wiU  result  from  at 
least  a temporary  continuance  of  the  present  state  of  things,” 
recommended  no  practical  measure. 

The  following  observations  were  written  some  months  ago, 
after  a careful  perusal  of  the  Report,  and  are  now  submitted  to 
those  interested  in  our  banking  system,  in  the  hope  that  they 
may  find  in  them  something  worthy  of  their  consideration. 

Edinburgh,  November  1859. 
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THE  WESTERN  BANK’S  BALANCE  SHEETS. 

The  Appendix  to  the  Report  of  the  Select  Committee  of  the 
House  of  Commons  on  the  working  of  the  Bank  Acts,  contains 
the  Annual  Accounts  of  the  AYestern  Bank  from  1 833  to  1 857. 
It  is  interesting  and  instructive  to  look  at  the  account  for  the 
last  year,  issued  six  months  before  the  Bank  closed  its  doors, 
and  to  think  that  behind  these  figures,  showing  an  undimin- 
ished capital  of  £1,500,000,  a rest  of  £240,000,  and  funds  to 

pay  a dividend  of  9 per  cent.,  there  lay  hid  a loss  of  nearly 
Three  Millions! 

That  account,  presented  to  the  meeting  of  shareholders  in 
June  1857,  showed  them  as  possessed  of  property  in  the 
shape  of  capital  and  rest  amounting  to  nearly  £2,000,000, 
when  subsequent  events  have  proved  that  they  really  were 
losers  to  the  amount  of  about  £3,000,000.  How  is  this 
enormous  discrepancy  to  be  accounted  for  ? How  were  such 
losses  concealed  ? 

There  are  various  ways  in  which  an  account  can  be  falsi- 
fied so  as  to  conceal  loss. 

“ The  Liabilities  ” may  be  underetated.  Accounts  which 
are  entered  in  the  balance-sheet  may  be  entered  erroneously, 
or  liabilities  which  really  lie  on  the  company  may  be 
altogether  omitted. 

Or  “ the  Assets  ” may  be  over-stated.  They  may  contain 

large  sums  of  money  which  never  can  be  made  good  to  the 
Company. 

These  various  forms  of  error  are  all  exemplified  in  the 
accounts  of  the  Western  Bank. 
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vVe  give  the  axjcoimt  of  June  1857  : — 

o 


J sseft^. 


Cr  ;dit  Accounts 

£1,932,024 

3 

1 

Bills  Discounted 

2,873,293 

19 

1 

Bil  Is  with  Country  Agents  . 

2GG,272 

19 

1 

Bills  Lodged, 

152,803 

G 

0 

Balances  due  by  London  Bankers  ) 
do.  by  Sundry  do.  1 

108,085 

7 

9 

do.  by  Branches 

594,283 

12 

1 

Bi  Is  Protested 

108,840 

IG 

11 

Still  dry  Debtors 

283, GGl 

16 

3 

Gc  vernment  and  other  Securities 

232,542 

7 

6 

Miller  Street  Property 

49,G08 

13 

9 

Biink  Note  Paper 

17,000 

0 

0 

St  imps,  .... 

85G 

4 

11 

Lnw  Expenses 

3,000 

0 

0 

At  Justing  Account  of  Interest 

14,307 

7 

7 

Btdancing  of  Cash  . 

G85,391 

10 

0 

£7,321,972 

3 

nr 

0 

Liahilities. 

Cf  pital  .... 

1,500,000 

0 

0 

Notes  issued 

1,G27,17G 

10 

0 

D«  posits  .... 

741,119 

12 

5 

Bills  for  Collection  . 

309,157 

18 

3 

Bt  lances  due  to  London  Bankers 

— 

do.  to  Sundry  do. 

49,129 

4 

3 

do.  to  Branches 

2,715,024 

9 

5 

Si  iking  Fund 

22G,777 

3 

3 

Guarantee  Fund 

20,10G 

13 

10 

D;  vidends 

131, 0G2 

10 

0 

U iclaimed  Dividends 

2,418 

2 

0 

£7,321,972 

3 

5 

To  assist  us  in  pointing  out  how  so  many  millions  were 
m;  sstated  in  this  account,  we  have  the  account  of  the  Coni- 
niittee  of  Shareholders,  of  the  state  of  aflairs  in  December  the 
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same  year,  where  they  estimate  the  loss  on  the  whole  opera- 
tions of  the  bank  at  £2,000,000.  Future  investigations 
have  proved  that  another  million  was  lost  beyond  their  esti- 
mate. Still,  as  that  additional  loss  was  not  from  any  new 
souice,  but  chiefly  fi’om  under-estimating  the  damage  the  com- 
pany would  sustain  from  known  sources,  it  is  unnecessary  to 
refer  to  more  accurate  statements  subsequently  issued.* 

It  is  unnecessary  to  extraet  their  vidimus  in  full ; it  may 
be  sufficient  to  state  that  the  loss  of  £2,000,000  was  com- 
posed of  the  following  items  : — 

1.  On  Bills  ...  £437,945 

2.  On  Current  Accounts  . . 885  857 

3.  Foreign  Securities  held  for  drafts  accepted 

by  the  Western  . . GO  000 

4.  On  Past-due  Bills  and  “ Sundry  Debtors’ 

Account”  . . . _ G85,597 

5.  On  “ Other  Securities  ” . . . 22,347 

The  statement  of  the  Liabilities  of  the  Bank  is  open  to 

the  following  remarks  : — 

1.  Capital  ...  £1,500,000 

This  account  stood  at  these  figures  ever  since  Mr  Taylor 
came  into  the  management,  yet  it  is  evident  that  this  was  not 
the  real  capital  of  the  bank.  In  December  1857,  2,5 G 9 
shares  had  been  purchased  by  the  bank  (equal  to  about 
£180,000),  and  were  in  hand. 

Such  shares  used  to  stand  in  the  balance-sheet  amono’  the 
“ assets  ” as  “company’s  stock.”  Mr  Taylor  seems  to  liave 
slumped  that  account  under  the  title  of  “ government  and 
other  securities,”  at  least  so  the  figures  lead  us  to  suspect. 

This  misrepresentation,  though  it  seems  to  lessen  liability 
at  first,  threw  the  loss  on  a smaller  number  of  share- 
A holders  and  cost  the  shareholders  £300,000. 

2.  Notes  ISSUED  . . £1,G27,17G  10  'o 

Deposits  . . . 741,119  12  5 

Balances  DUE  BY  Branches  . 2,715,024  9 5 

* The  Liquidators’  account,  submitted  on  4tli  Oct.  1858,  estimated  the  loss  at 
£2,793,356. 
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The  misrepresentation  these  figures  contain  results  from  the 
pi  inciple  on  which  the  whole  balance  is  framed,  and  which 
Mr  Fleming,  in  his  evidence  before  the  Paidiamentaiy  Com- 
m .ttee,  thought  of  sufiicient  importance  to  notice  to  them. 

It  is  that  the  balance  is  simply  that  of  “the  Head-Ofiice 
tr  insactions,”  and  all  that  has  been  done  at  the  branches 
di  ring  the  year,  is  concealed  under  the  return  of  “ Balances 
di  e to  or  by  Branches.”  Much  mischief  may  be  concealed 
ui  ider  such  a return ; for  instance,  a Branch  mayhave£200,000 
of  deposits  and  £300,000  of  bad  debts — all  that  would  ap- 
pe  ar  would  be  an  asset  due  by  such  a Bramdi  to  Head  Office, 

£ 00,000  ! — yet  when  the  settlement  came  there  would  be  ^ 

at  that  Branch  £200,000  of  debts  to  pay,  and  £300,000  lost, 
instead  of  an  asset  of  £100,000. 

So  with  “ the  Deposits.”  The  deposits  at  Branches  are  not 
iii3luded.  Some  £4,000,000  of  liabilities  unnoticed  ! 

“ The  Notes  issued  ” included  evidently  those  held  by  the 
Bj  ink  and  its  Branches.  This  is  not  the  real  amount  of  liability 

to  note-holders.  < 

The  Western  had  a hundred  and  one  Branches.  The  effect 
of  such  a false  principle  on  the  general  result  must  have  been 
v(iy  great. 

If  at  any  Branch  the  debts  due  to  the  Bank  were  all  good 
it  would  not  affect  the  result  whether  the  balance  only  ap-  *■ 

pt  ared  or  whether  the  liabilities  and  asset-s  were  separately 
st  ited,  but  the  principle  is  decidedly  objectionable,  for  it  con- 
cerls  what  ought  to  be  known.  Because  the  business  of 
tie  Bank  was  carried  on  at  one  hundred  and  one  places, 
b(  sides  the  Head-office  in  Miller  Street,  Glasgow,  was  that 
ai  y reason  why  those  responsible  for  the  whole  transactions 
of  these  one  hundred  and  one  Branches  should  only  know 
tl  e transactions  at  Miller  Street  and  how  that  office  stood 
w th  these  numerous  branches? 

Evidently  the  plan  adopted  by  the  Committee  was  the  ^ 

QT  ly  proper  one,  where  the  whole  assets  and  liabilities  of  the 
es  iablishment  whether  at  Head-office  or  at  the  agencies,  are 
bi  ought  under  one  view,  where  the  total  “ deposits,”  the 
to  !;al  sum  of  bills,  of  bad  debts,  the  total  sum  of  each  species 
of  debt  due  by  or  to  the  Bank,  is  fully  specified. 

There  is  nothing  worthy  of  notice  recorded  on  the  side  of 
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the  liabilities,  but  there  is  a question  most  important  to  in- 
terpose here — are  these  all  the  liabilities  of  the  hank  ? Tlie 
answer  to  this  is  found  in  the  account  of  the  Committee  of 
investigation.  Under  the  statement  of  liabilities  there  is — 

“ 3.  Acceptances  past,  due,  or  current.” 

The  three  first  items  of  this  kind  show  a responsibility  for 
£920,654,  composed  chiefly  of  acceptances,  or  obligations 
to  accept,  foreign  correspondents  at  New  York  and  else- 
where. 

Of  course,  the  Bank  had  not  expended  any  of  that  money, 
but  claims  to  that  amount  were  assuredly  enforced  against 
the  Company  ultimately,  and  the  important  point  was,  did  the 
Bank  hold  Securities  sufficient  to  guarantee  the  repayment  of 
these  advances  ? The  Committee  reported  with  their  account, 
that  there  would  be  a loss  on  the  securities  held  at 
New  York,  and  it  is  since  understood  that  the  loss  on 
these  credits  amounted  to  much  more  than  the  Committee 
anticipated. 

The  objectionable  point,  however,  is  the  fact  of  liabilities 
of  £1,000,000  really  existing  against  the  Company,  and  being 
totally  ignored  in  the  account.  The  whole  million  might 
have  been  a dead  loss. 

Another  branch  of  business  having  heavy  responsibilities 
attached  comes  out  in  this  investigation  too. 

6.  Bills  Rediscounted  . . £1,073,771 


Tliese  bills  had  now  passed  out  of  the  hands  of  the  Bank 
and  out  of  their  books,  but  they  bore  the  endorsation  of  the 
Manager,  and  till  duly  retired  the  recourse  against  the  Bank 
for  repayment  of  any  dishonoured  bill  was  a true  and  serious 
liability  which  it  was  improper  to  conceal. 

The  importance  of  this  will  be  seen  practically  when  the 
A facts  are  stated  that  the  Liverpool  Borough  Bank  had  in  Lon- 

don at  the  time  of  its  failure  bills  rediscounted  to  the  amount 
of  £3,5  00,000,  and  that  of  these  from  £700,000  to  £1,000,000 
were  discounted  solely  on  the  credit  of  the  Bank’s  endorse- 
ment, which  implies  that  the  Bank  would  have  a large  pro- 
portion of  that  sum  to  refund.* 
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The  Northumberland  and  Durham  District  Bank  when  it 
failed  had  rediscounted  £1,500,000,  of  which  £230,000 
ccme  back  unpaid,  and  for  which,  of  course,  the  company 
were  liable.  The  Western  Bank  itself  rediscounted  during 
tlie  three  years  preceding  its  stoppage  about  five  millions 
a inually.  Surely  it  is  a mockery  to  have  such  liabilities  as 
tliese  hanging  on  a company  and  omit  all  notice  of  them. 

We  do  not  enter  on  the  question  whether  rediscounting  its 
b Us  or  accepting  drafts  on  account  of  its  customers  be  legiti- 
n ate  branches  of  banking  business,  but  we  insist  that  such 
r<  sponsibiUties  be  fully  and  fairly  exhibited  in  the  accounting 

0 ■ the  company. 

Tlie  circumstance  of  neither  of  these  species  of  transac- 
t ons  affecting  for  a time  the  cash  of  the  firm,  while  it  makes 
t leir  existence  more  apt  to  be  overlooked,  renders  strict  in- 

V 3stigation  the  more  necessary. 

Turning  now  to  the  other  side  of  the  account.  The  Assets, 
Lit  us  look  at  the  details.  The  danger  here,  and  the  one  most 
frequently  injurious  to  all  bankrupts,  is  that  of  over-estimat- 

1 ig  their  stock.  It  is  most  injurious  here. 

The  first  entiy  is  : — 

Credit  Accounts,  . . . ■ £1,932,024 

T his  large  sum  is  only  what  the  Head  Office  advanced  on  cur- 
rmt  accounts.  There  was  nearly  £1,200,000  advanced  by 
t le  Branches  in  October,  but  from  the  mode  of  presenting  the 
I alances  due  by  or  to  the  Branches  instead  of  the  details,  this 
1 itter  sum  could  not  appear. 

Tlie  most  tangible  distinction  which  could  have  been  made 
1 ere,  is  that  advances  “ unsecured”  ought  to  be  separated  from 
t tiose  that  are  in  some  way  secured.  From  the  report  of  the 
i ivestigation,  we  find  that  there  were  at  Head  Office  and 
Branches,  nearly  £600,000  of  “over-drafts,”  that  is,  advances 
r lade  to  customers  on  their  cheques,  without  any  other  security ; 
riore  than  £1,000,000  only  partially  secured,  and  about 
i.3 00,000  on  the  security  of  Western  Bank  Stock  ! 

Had  these  figures  stood  out  before  the  eyes  of  the  Directors 
t ley  could  not  have  been  so  blindly  secure  at  their  post.  The 
r ?al  loss  on  these  accounts  is  not  known ; the  estimate  was 
aiout  25  per  cent,  of  the  whole  asset  of  £.3,600,000,  or  nearly 
£1,000,000. 
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Such  unsecured  over-drafts  very  frequently  issue  in  heavy 
loss.  They  are  quite  illegitimate  in  their  nature.  Many 
banks,  by  their  constitution  expressly  forbid  such  advances. 

“ Bills  Discounted”  is  the  next  asset,!  . £2,873,293 

Tliis  is  of  course  only  the  discounts  of  Head  Office,  and  it  is  a 
very  difficult  item  to  handle,  so  as  to  come  to  any  accurate  . 
idea  of  its  composition. 

The  loss  which  accrued  to  the  Western  from  these  discounts 
w^as  veiy  serious.  Almost  the  whole  of  the  advances  to  the 
four  bankrupt  firms  of  Macdonald  & Co.,  Monteith  & Co., 
Wallace  & Co.,  and  Godfrey  Pattison  k,  Co.,  being  in  the 
form  of  discounts.  The  sums  of  their  bills  were  respectively, 
£417,000;  £469,000;  £226,000;  and  £347,000  : to- 
gether, £1,459,000. 

A considerable  propoidion  of  such  bills  were  “ Accommoda- 
tion Bills.” 

Accommodation  Bills,  or  bills  for  which  no  value  has  been 
received.  Can  any  mode  of  accounting  make  these  bills  appear 
such  as  they  are  on  a balance-sheet  ? We  fear  not ; they  ought 
never  to  be  discounted,  but  if  a bank  does  discount  such  bills, 
and  either  in  ignorance  or  otheiwise  gives  cash  for  them,  they 
must  be  permitted  to  mix  up  with  the  other  bills  till  some 
catastrophe  brings  them  distinctly  under  notice.  It  has  become 
a regular  trade,  to  manufacture  such  bills  ; many  persons 
seem  to  make  a precarious  livelihood  by  accepting  for  a small 
commission  the  bills  drawn  on  them,  on  the  understandinir 
that  the  drawers  retire  such  bills  when  due. 

Renewed  Bills,  that  is  new  bills  substituted  for  former 
ones,  to  keep  up  an  old  debt,  are,  like  the  last  noticed  docu- 
ments, dangerous,  though  very  difficult  accurately  to  dis- 
criminate. There  seems  no  way  so  suitable  as  either  to  throw 
all  “ Renewals  ” into  a separate  account  for  such  bills,  or  to 
mark  on  the  face  of  the  new  bill  the  date  and  amount  of  the 
old  debt. 

Passing  to  the  two  items  of  the  June  Account,  “ Protested 
Bills,”  and  “ Sundry  Debtors,”  their  very  titles  and  their 
amounts  draw  special  notice,  and  prompt  the  inquiiy,  “ of  what 
are  these  accounts  composed?”  Glancing  back  through  the 
annual  balances,  we  see  in  their  history  a mthei'  suspicious 
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circ  umstance.  “ The  Protested  Bill  Account,”  up  to  1847,  was 
not  veiy'lieavyin  amount,  though  it  was  £66,000 ; but  in  1848 
it  lises  to  £356,000.  It  may  have  strack  the  official  eye 
that  such  a sum  of  “Protested  Bills”  was  very  unseemly;  so 
nej  t year,  1849,  the  following  plan  was  a<lopted.  A new 
acc  )unt,  called  “ Sundry  Debtors,”  was  raised  in  the  ledger,  and 
£345,000  being  transferred  to  its  debit,  the  protested  bill 
acount  that  year  shrunk  into  the  marvellously  modest  sum 
of  £39,782!  From  that  time  to  1857,  “ Sundry  Debtors” 
waii  a remarkably  steady  asset,  appearing  in  every  balance- 
shest  at  about  £300,000.  What  this  lot  of  debts  ten  years 
old  was  worth  in  December,  1857,  the  committee  of  investi- 
gat  )i's  will  best  be  able  to  tell.  Their  valuation  of  that  date 
maces  a deduction  of  £685,000  from  the  amount  of  “Pro- 
tested Bills”  and  “Sundry  Debtors,”  leaving  only  £285,000 
of  1 hese  two  accounts  supposed  to  be  recoverable  ! 

' .’he  title  of  the  account,  “ Sundry  Debtors,”  with  a sum  of 
£300,000  standing  at  its  debit  from  year  to  year  ought  to 
ha\e  excited  suspicion,  and  drawn  down  investigation  before 
ten  years  were  suffered  to  elapse.  What  could  it  be  composed 
of  ( xcept  iiTecoverable  debts  ! All  the  regular  investments  of 
bat  king  business  have  been  separately  stated,  “ bills,”  “ credit 
acc' )unts,”  “ government  stock,”  and  even  “ other  securities” 
Tin  re  seemed  a strong  presumption  that  this  amount  was  an 
unggcured  and  irrecoverable  debt. 

^’here  is  one  item  more  must  be  noticed,  that  is  “govem- 
mei  it  and  other  securities.”  It  has  ever  been  held  as  a funda- 
me:  ital  principle  of  Scottish  Banking,  that  a reserve,  varying 
from  one-third  to  one-fourth  of  the  aggi’egate  amounts  of 
thev  note  circulation  and  deposits,  be  held  so  invested  in 
London,  as  to  be  available  at  aU  times  on  the  shortest  notice. 
Of  course  the  bulk  of  such  investments  must  be  government 
sto<  k.  Now  what  light  do  these  annual  accounts  throw  on  the 
practise  of  the  Western  on  this  point?  Why,  from  1833  to 
1839  they  seem  to  have  held  no  government  stock  at  all. 
Up  to  the  balance  of  1848,  the  balance-sheet  never  shows  a 
larger  sum  invested  in  government  stock  and  “other  securities” 
thai  £53,000,  and  even  till  the  close  of  their  business,  when 
the/  had  near  £6,000,000  of  deposits  and  circulation  to- 
gether, the  highest  sum  stated  in  that  account  is  £282,000. 
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From  that  sum  ought  to  be  deducted  the  amount  of  “ other 
securities.”  W^hat  their  nature  or  quantity  was  we  do  not 
know,  but  we  do  know  that  the  committee  in  December  1857, 
estimated  a probable  loss  of  £22,000  on  these  securities. 

Such  a course  is  all  the  more  flagrant  a violation  of  all 
the  rules  of  both  prudence  and  banking,  that  in  1838  the 
other  Scotch  banks  remonstrated  against  such  a system,  and 
actually  advanced  some  hundreds  of  thousands  to  the  W estern 
to  purchase  government  stock,  as  the  beginning  of  a sounder 
and  better  state  of  things. 
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Instructed  by  this  slight  review  of  some  more  evident  and 
most  injurious  errors  in  the  book-keeping  of  this  bank,  let  us 
endeavour  to  state  two  or  three  gi’eat  leading  principle.s,  the 
steady  and  regular  application  of  which  would  serve  both  to 
prevent  mismanagement  in  any  bank,  and  secure  that,  if  it 

did  take  place,  it  would  be  known. 

Is  it  not  possible  to  make  the  state  of  a company’s  affairs 
so  plain  and  intelligible,  that  any  one  of  ordinary  mercantile 
experience  might  understand  it  ? Is  it  not  possible  to  devise 
such  a mode  of  exhibiting  property,  and  the  debts  of  a bank, 
that  any  one  of  the  directors  might  see  when  the  principles  of 
prudence,  which  admittedly  ought  to  regulate  the  conduct  of 
ciinL  Asffl'hflshnieuts.  have  been  transsrressed  ? We  think  both 


these  things  are  possible. 

But  let  it  not  be  supposed  that  any  formula  can  prevent 
deliberate  fraud.  If  the  manager  or  directors  of  a concern 
intend  to  deceive  or  conceal  the  details  of  their  management, 
they  will  find  some  way  of  doing  so,  in  spite  of  every  check 
that  may  be  imposed.  Fortunately,  it  is  not  wilful  imposition, 
in  most  cases,  that  is  to  be  guarded  against.  In  the  majority 
of  instances  those  who  misdirected  the  business,  did  it  through 
negligence  or  from  some  other  motive  than  self-aggrandize- 
ment. Frequently  they  were  gradually  involved  in  some 
speculative  undertaking,  till,  unable  to  set  themselves  free,  they 
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sa  ik  hopelessly  deeper  and  deeper  in  ruin  with  those  tliey 
attempted  vainly  to  support.  Had  some  third  party  seen  the 
he  ^nning  of  such  dangerous  practices,  and  possessed  the  right 
to  interpose,  often  the  ultimate  catastrophe  might  have  been 
av  oided. 

With  a few  exceptions  there  never  has  bt-en  any  ground  to 
in;  ititute  criminal  proceedings  against  the  dirt;ctors  or  managers 
of  even  those  establislmients,  whose  failure  lias  produced  the 
hugest  amount  of  pecuniary  loss  and  individual  suffering. 

The  first  check  we  suggest  would  be  that  with  each  balance 
sh  3et  a list  containing  the  name  of  evevi)  debtor  at  head  office 
or  branches,  whose  whole  obligations  to  the  bank,  in  whatever 
fonn,  whether  “discounts,”  “credits,”  or  “overdrafts,”  exceed \ 
a definite  sum,  say  £20,000  or  £5,000,  be  exhibited.  There 
are  two  important  points  involved  in  this  proposal,  first,  give 
tin  names  and  designations  of  the  individual  debtors.  Behind 
an  i below  all  the  mystifications  of  book-keeping,  all  the  high- 
so  mdiug  titles  of  “credit  accounts,”  “bills  discounted,”  or 
“ s Lindiy  debtors,”  there  always  is  some  person  or  persons  who 
ha/e  got  the  bank’s  money.  Let  us  see  them,  let  us  know 
wl  o they  are,  and  we  may  have  some  chance  of  judging  accur- 
ate ly  whether  they  are  worthy  of  such  credit.  Without  the 
na  lies  of  the  debtors  no  real  or  just  estimate  can  be  formed  of 
the  security  of  the  investment. 

Next,  it  is  not  necessary  that  the  name  of  eveiy  debtor 
should  be  given.  That  in  a large  establishment  would  be  as 
go  )d  as  none.  Give  us  all  who  owe  the  bank  more  tlnm 
£5  000,  £10,000,  or  £20,000,  and  we  will  be  pretty  well 
sa1  isfied. 

It  is  a most  safe  principle  of  business  to  shun  large  risks. 
In  iurance  offices,  who  calculate  risks  with  aiithmetical  accur- 
acy, always  limit  their  risk  on  any  one  policy  to  a very  few 
thousand  pounds. 

In  general,  the  larger  the  number  of  debtors  the  more  sure 
is  ffie  debt.  No  bank  peibajis  was  ever  brought  down  by  the 
fai  ure  of  hundreds  of  small  debtors.  Therefore,  tlioimh  the 
ba  ik  may  have  a million  on  loan,  if  it  is  to  a couple  of  thou- 
sand, or  even  a thousand  debtors,  none  of  whom  have  more 
than  £2000  or  £3000,  and  the  majority  a much  smaller  sum  : 
wi  ,h  ordinary  security  it  is  safe,  not  from  any  loss,  Init 
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from  any  serious  injury  to  the  solvency  of  the  estfiblishment. 
It  is  unnecessary  to  examine  the  solvency  of  such  debtors,  to 

satisfy  ourselves  of  the  solvency  of  the  bank. 

On  the  other  hand,  large  advances  to  any  firm  are  undesir- 
able ; they  cannot  always  be  avoided,  but  the  history^  ot 
bank  failures  most  loudly  warns  of  the  danger  impending 
over  the  company  that  stakes  half  its  capital  on  one  concern. 
To  illustrate  this,  we  may  refer  to  the  Northumberland  ' and 
Durham  District  Bank,  with  a capital  of  £600,000,  which  had 
£750,000  advanced  to  the  Derwent  Iron  Company ; the  Wes- 
tern Bank  of  Scotland,  who  in  1857  had  advanced  them  whole 
capital  of  £1,500,000,  to  four  Glasgow  houses.  Further  ex- 
ammation  will  confirm  the  fiict  that  it  has  most  frequently  been 
when  a bank  is  deeply  involved  with  some  one  or  two  laige 
customers  that  its  credit  is  destroyed.  In  contiast,  to  show 
the  safety  of  small  advances,  the  best  asset  of  the  North um- 
beiiand  and  Durham  District  Bank  consisted  of  £2  o 0,000, 
local  trade  bills,  payable  in  Newcastle,  “ scarcely  one  of  which 

exceeded  thirty  or  forty  pounds.”* 

The  second  check  will  be  found  in  securing  that  any  debt 
which  has  been  outstanding  longer  than  a definite  time,  say 
two  years,  be  submitted  in  all  its  details. 

Permanent  loans  are  not  legitimate  Vjanking,  and  v here\  ei 
a sum  has  been  on  loan  for  years  without  repayment,  the  debt 
ought  to  be  strictly  investigated.  But  the  important  outstand- 
ing debts  that  such  a regulation  would  effect,  are  those  iiTe- 
coverable  sums,  which  instead  of  being  wiped  off,  are  so  often 
in  unsound  banks  carried  forward  from  yeai  to  yeai  as  a good 
asset,  under  some  title  or  other  which  hides  theii  leal  natuie 

from  the  eye. 

Now  a vidimus  of  every  debt  of  longer  standing  than  two 
years,  with  the  period  when  it  ^vas  conti acted,  and  its  natuie 
distinctly  specified,  would  present  materials  to  the  eye  of 
almost  any  director  of  a bank,  sufficient  either  to  satisfy  him, 
or  to  lead  to  such  further  enquiries  as  to  make  the  debt  either 

good  or  bad. 

It  is  obvious  the  check  found  in  the  date  when  the  debt 
was  incurred,  would  be  quite  ineffectual  against  advances  in 

* See  K.  D.  Iludgson’s  Evidence,  Qxiestioii  :157'J. 
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sl  ape  of  discounts,  or  an  operative  cash  account,  tlie  sums 
in  loan  in  these  forms  might  be  much  too  large,  yet  the  date 
ol  the  loan  would  not  aid  in  forming  a judgment  of  them.  It 
seems  sufficient  to  say,  that  it  is  not  against  such  risks  that 
tl  is  precaution  is  proposed,  it  is  intended  mainly  to  prevent 
a reaKzed  bad  debt  from  being  reckoned  as  a good  one.  In 
tl  e cases  of  both  the  banks  already  referred  to,  large  sums, 
totally  iiTecoverable,  were  carried  forward  from  balance  to 
b?  lance  as  an  asset. 

Neither  in  this  case  is  it  necessary  that  the  smallest  sum 
Ol  tstanding  for  such  a period  be  thus  prominently  brought 
fo  -ward;  it  might  be  quite  sufficient  to  go  as  low  as  £1000, 
ar  d investigate  all  debts  of  a larger  amount. 

The  third  avenue  by  which  mischief  enters,  and  which  must 
bf  shut,  is  that  which  arises  from  a company  having  inter- 
pc  sed  its  credit  without  having  actually  advanced  the  money. 
Tl  lis  is  the  case  where  the  bank  has  either  rediscounted  bills 
or  accepted  bills.  Neither  of  these  species  of  transactions 
ev  er  appear  in  the  balance-sheets,  and  therefore  it  is  the  more 
necessary  to  secure  that,  if  they  exist,  their  quantity  and 
qiality  are  fully  known. 

To  rediscount  its  bills  is  a resource  to  which  a bank  always 
re;  lorts  when  hard  pressed.  Of  course  the  bank  has  advanced 
money  at  one  time  on  these  bills,  but  the  cash  being  returned 
wjien  they  are  rediscounted,  the  bills  are  removed  from 
th  j bank’s  books,  but  the  responsibility  of  the  company  which 
tli3  endorsation  of  the  bill  secures,  remains  till  the  bill  is 
re  ired. 

Unfortunately,  when  an  establishment  is  in  such  circum- 
stances, its  bills  are  not  of  first  rate  quality,  and  frequently 
nc  thing  but  the  signature  of  the  bank  on  the  back  of  the 
bi  1 would  give  it  currency  anywhere.  In  these  circumstances, 
th  3 liabilities  incurred  by  rediscounting  are  very  serious.  The 
ca^e  of  the  Liverpool  Borough  Bank  illustrates  this.  Wlien 
it  stopped  payment  it  had  about  £3,500,000  of  bills  in  the 
hiiuds  of  London  bill-brokers,  and  of  these  from  £700,000  to 
£]  ,000,000  were  discounted  solely  on  the  credit  of  the  endor- 
sa  /ion  of  that  bank ! This  must  have  entailed  ultimately 
a leavy  loss  on  the  shareholders. 

The  same  kind  of  responsibility  exists  in  a more  tangible 
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foi-m,  when  a Bank  accepts  bills  on  account  of  some  customer. 
In  this  case  it  is  certain  the  advance  must  actually  be  made 
when  the  draft  reaches  maturity,  and  the  safety  of  the  trans- 
action lies  in  there  being  ample  security  the  sum  will  be  re- 
funded. The  postponement  of  this  arrangement  makes  it  of 
course  in  a proportionate  degree  the  more  uncertain,  and  makes 
it  the  more  absolutely  necessary,  that  those  who  would  ascer- 
tain the  solvency  of  such  business,  have  a full  and  distinct 
exposition  of  all  such  risks. 

It  is  in  these  two  forms  chiefly  that  the  credit  of  a bank  is 
interposed,  and  towards  these  two  points  that  investigation 
ouffiit  to  tend.  Is  the  bank’s  name  on  any  bills  in  the  hands 

o ^ 

of  onerous  holdem  ? ought  to  be  the  question. 

Lastly,  there  is  one  class  of  advances,  in  their  nature  opposed 
to  the  principles  of  strict  banking,  which  cannot  be  omitted, 
namely,  ^‘unsecured  loans”  of  whatever  nature,  whether  over- 
drafts on  cun’ent  accounts,  or  advances  made  on  the  simple 
acknowledgment  of  debt  in  the  form  of  a promissory  note 
under  the  borrower’s  hand.  Tliese  loans  are  doubly  hazar- 
dous, and  countervene  the  general  rule  never  to  make  any  loan 
without  security.  “ Cash  Account  Bonds”  have  always  two 
names  at  least  besides  the  principal ; all  bills  have  more  than 
one  obligant,  and  so  with  all  the  other  legitimate  advances. 
It  is  not  so  with  “ over-drafts,”  nor  with  loans  on  the  personal 
credit  of  the  borrower, alone,  and  therefore  all  such  transac- 
tions, if  not  strictly  forbidden,  and  they  are  occasionally  un- 
avoidable, require  strict  supervision. 

Tlius  it  seems  by  a careful  deduction  from  past  experience, 
that  to  prevent  such  calamities  as  have  overwhelmed  so  many 
banks  lately,  directors  or  auditors  ought  to  pursue  their  ex- 
amination of  a bank’s  affairs  along  the  lines  indicated  by  such 
queries  as  these  ; — 

1 . Specify  the  parties  who  are  debtoi-s  to  the  bank  a larger 

amount  than  £5000  or  £10,000? 

2.  Specify  the  debts  due  to  the  bank  of  £o00  or  £1000 

or  upwards,  which  have  been  outstanding  for  a period 

of  two  or  more  years. 

3.  Specify  the  unmatured  liabilities  of  the  bank,  such  as 

bills  rediscounted,  acceptances,  &c. 

4.  Specify  the  “ unsecured”  loans  of  the  bank. 
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It  is  implied  in  such  an  audit  tliat  there  is  no  “ private  ^ 

ledger”  kept  under  lock  and  key  by  the  manager,  that  the 
materials  for  the  examination  are  honestly  placed  before  the 
an  ditors,  that  they  have  not  to  detect  deliberate  fraud,  that  they 
ara  willing  to  spend  some  time  in  their  investigation,  so 
as  to  satisfy  themselves,  and  that  they  are  men  of  ordinary 
in  elligence,  experience  and  courage.  In  such  circumstances, 

W(  re  the  information  which  such  inquiries  would  elicit  fully  and 
fairly  exhibited,  we  believe  that,  besides  securing  that  if 
any^thing  was  VTong  it  would  be  known,  the  far  more  impor- 
tant result  would  be  attained  of  preventing  such  management 
fixni  ever  occurring.  ^ 
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In  the  Report  of  the  Court  of  Investigation  of  the  share- 
ho  ders  of  the  Western  Bank  of  Scotland  in  December  1857, 
tin  foUowdng  sentences  occur  : — 

‘ It  will  readily  occur  to  those  acquainted  with  the  opera- 
tic as  of  a banking  company,  that  in  the  prt!sent  condition  of 
this  bank  considerable  loss  may  arise  to  the  company  from 
tin  position  of  the  share  list.  According  to  the  return  given 
to  the  committee  that  list  .stood  on  the  11th  December,  as 
fol  ows  ; — 

‘Stock  authorized  by  the  company  in  shares  of  £50  each, 
wa5  30,000  or  £1,500,000. 

3f  these  shares  there  were  held  in  name  of  the  bank,  1388 
[n  name  of  others  for  behoof  of  the  bank,  . 283 

[n  name  of  Ayrshire  Bank,  . . . . 405 

[n  name  of  various  bankrupt  estates,  . . 493 

2569 

The  loss  under  this  head  cannot  be  estimated  at  less  than 
£3  )0,000.” 

. ^-ain — 

n the  examination  of  Mr  Fleming  before  the  committee  of 
the  House  of  Commons,  question  5503,  he  says — “The 
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amount  advanced  to  parties  who  were  partners  was  £988,487. 
I should  not  like  to  infer  from  these  figures  that  the  money 
was  wholly  advanced  to  these  parties,  simply  because  they 
happened  to  be  partners  of  the  bank,  but  at  the  same  time  I 
have  no  doubt  that  that  had  a certain  weight  in  inducing  the 
management  of  the  bank  to  make  these  advances,  and  it  struck 
me  that  it  was  a thing  the  committee  ought  to  know.” 

These  extracts  bring  out  the  kind  of  transactions  by  which 
banking  capital  is  rendered  really  to  a large  extent  fictitious. 

They  well  deserve  the  notice  of  all  who  are  interested  in  the 
soundness  of  our  banking  sy.stem. 

There  are  three  ways  in  which  the  capital  of  a bank  may 
be  injured. 


First,  By  the  directors  holding  a large  portion  of  it  in  their 
own  hands.  It  never  has  existence  in  this  case  at  all,  it 
is  never  issued.  Of  the  million  wliich  figures  in  the  pro- 
spectus, not  a half  or  fourth  is  really  taken  up. 


Second,  By  the  directors  buying  and  selling  their  own  stock, 
trading  with  it.  And, 

Third,  By  making  advances  on  the  security  of  the  stock. 

The  balance  sheets  of  the  Western  are  now  published,  and 
we  will  draw  our  illustrations  of  how  the  security  of  bank 
stock  is  thus  vitiated  from  the  records  of  that  bank. 

The  Western  started  in  1832,  and  professed  to  aim  at  q, 
capital  of  £4,000,000. 

But  the  stock  accounts  of  these  years  tell  a different  tale. 
Tliree  years  after  starting,  in  1835,  the  capital  paid  up  was  only 
£283,720,  and  taking  the  subscribed  capital  at  £1,500,000, 
the  sum  it  was  afterwards  fixed  at,  there  remained  then 
m the  directors’  hands,  £1,216,280  ! 

In  1838  there  had  been  issued  <£530,700,  retained  £969,300. 

1843  „ £900,050,  „ £599,950. 

In  1846  they  had  over- issued,  for  now  their  capital  stands 
at  £1,672,400. — Why  the  directors  retained  such  a large  pro- 
portion of  their  stock  we  can  only  guess,  probably  they  could 
not  help  it.  Tliey  could  get  no  more  subscribed  for  at  the  time. 
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Gl  isgow  is  the  coumiercial  centre  of  Scotland,  and  its  inhabi- 
tants have  always  ample  employment  for  their  own  capital, 
an  i for  all  they  can  borrow  from  less  enterprising  neighbours. 
It  was  very  unlikely  that  a fourth  })art  of  £4, 000,000  could 
be  found  in  the  w^est  so  disengaged  as  to  be  at  the  service  of 
th3  new  bank  when  it  started  in  Glasgow  in  1832.  Further 
evidence  of  this  will  appear  afterwards. 

But  whatever  was  the  cause,  it  is  hardly  fair  to  hold 
01 1 that  the  capital  is  £4,000,000,  when  only  £209,000, 
the  amount  in  1833,  is  really  paid. 

“ Really  paid,” — did  we  say,  the  calls  may  be  really  paid, 
at  d yet  by  other  transactions  really  cancelled  and  annnlled. 
T le  shares  may  be  bought  back  by  the  banlc,  for,  besides  “ the 
capital”  account,  there  is  another  account  in  the  Western’s 
bi  lance  sheets,  called  “ Company’s  Stock,”  which  shows  the 
amount  of  that  capital  which  has  been  bought  back  by  the 
b;  ink.  Why  it  had  been  resumed  is  not  evident,  perhaps  it  was 
forfeited  by  some  bankrupt  debtor,  perhaps  bought  to  main- 
tf  in  the  price  of  the  shares  in  a falling  market,  but  whatever 
was  the  cause,  if  we  wish  to  ascertain  the  real  capital  of 
the  bank,  the  sum  standing  as  paid  by  the  bank  in  this 
account  must  be  deducted  from  the  amount  of  “capital”  paid  by 
tlie  shareholders. 

Perhaps,  however,  such  deductions  from  capital  are  trifling, 
aid  the  shares  thus  cancelled  were  few?  The  account  tells 
n)t  the  number  of  shares,  but  the  sum  at  the  debit  of  com- 
piny  stock  in  183G,  stands  £44,286. 

„ 1846,  „ 65,790. 

„ 1849,  „ 180,952. 

„ 1852,  „ 367,529. 

Thus  more  than  one-fifth  part  of  the  whole  capital  seems  to 
1 ave  been  bought  back  in  1852,  and  of  course  the  shares  vir- 
tually cancelled,  and  the  additional  responsibility  of  20  per 
cent,  laid  on  the  remaining  shareholders. 

The  last  mentioned  plan  of  reducing  banking  capital  must 
s bill  be  noticed,  that  of  lending  on  the  security  of  their  shares. 


BANK  STOCK. 


19 


The  first  advertisement  of  the  new  bank  in  1833,  throw’s 
light  on  this  mode  of  procedure. 

“ The  want  of  sufficient  Bank  Accommodation  on  Liberal 
Principles  having  been  seriously  felt  and  long  com- 
j)lained  of  in  Gla.sgow,  it  has  been  resolved 

to  establish  a 
NEW  PUBLIC  BANK, 

With  a Capital  of  £4,000,000,  divided  into  Shares 

20,000,  of  £200  each. 

First  instalment  not  to  exceed  15  per  cent,  or  £30  per  Share. 
Subscribers  to  be  allowed  to  operate  on  their  Shares  to  the  extent 

of  one-half  of  their  advanced  Stock— on  the  jirinciples  of  a cash 
credit — and  to  .such  further  extent  as  the  circumstonces  of 
the  Bank  and  the  value  of  the  Stock  may  warrant.” 

This  means,  “ subscribe  for  £1000  worth  of  our  shares,  and 
we  will  return  you  £500,  and  something  further  if  w’e  can  ! 
It  is  rather  ominous  too,  that  in  the  first  announcement  of  the 
Bank  the  only  “ Liberal  principle”  of  banking  distinctly  an- 
nounced, is,  that  one-half  or  more  of  the  subscribed  capital 
may  be  annihilated  by  being  returned  without  any  further 
security  for  its  replacement  to  the  shareholder ! for  such  is 
really  the  import  of  such  a clause.  It  is  not  knowu  how  far 
the  original  subscribers,  wdiose  shares  amounted  to  £209,170 
wdien  the  Bank  had  completed  its  first  year,  took  advantage 
of  so  liberal  an  offer,  but  it  is  w’ell  w’orth  notice  that  they  had 
the  power  to  reduce  this  £209,000  to  £104,500  or  such 
smaller  sum  “ as  the  circumstances  of  the  Bank  might  warrant.” 
We  know  how  vigorously  this  pow’er  w’as  exercised  subse- 
quently, for  in  1857,  to  the  holders  of  7626  shares  or 
£381,300  of  stock,  there  had  been  advanced  £988,487, 
or  nearly  a million.  The  w’orth  of  that  stock  as  security  is 
w’ell  known;  the  amount  lost  of  that  £988,487,  we  do  not 
know.  That  clause,  “to  such  further  extent  as  the  circumstances 
of  the  Bank  and  the  value  of  the  Stock  may  w’aiTant,”  seems  to 
have  been  fully  acted  on,  for  those  shares  at  £50  each,  only  re- 
present £381,300,  and  the  advance  of  one-half  ought  to  be 
£190,650,  instead  of  £988,487  ! 

Having  thus  enumerated  three  modes  by  wdiich  the  capital 
of  a bank  may  be  injuriously  affected,  let  any  one  suppose 
all  these  agencies  at  work  in  one  establishment,  and  estimat- 
ing their  pow’er,  say  what  security  to  shareholders  or  creditors 
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the  capital  of  such  a hank  gives?  In  the  case  of  the  Western 
— first  only  £200,000  is  subscribed  out  of  £4,000,000 — next 
de  luct  what  has  been  bought  back  ; even  the  first  year  the 
B:  nk  has  got  £3550  thrown  on  its  hand,  and  lastly  deduct 
tli3  sum,  it  may  be  one  half  of  the  whole  capital,  drawn  out  by 
th  3 Shareholders  in  the  Cash  Accounts  on  the  security  of  their 
Stock,  and  some  estimate  may  be  formed  of  what  was  the 
re  d amount  of  capital  of  this 

New  Public  Bank. 

Ought  these  things  to  be  ? Is  there  any  use  in  a bank 
p(  ssessing  a capital  at  all  ? Is  capital  necessary  to  banking  ? 
If  it  is,  surely  tliere  is  some  gi'ound  of  complaint  in  such  a 
case  as  we  have  laid  before  us. 

The  paid  up  capital  of  a bank  is  announced,  when  it  com- 
m snees  business,  at£4,000,000 ; for  three  years  afterwards  it  is, 
af  its  highest  estimate,  only  about  one-sixteenth  of  that  sum,  or 
£ ?50,000,  ten  years  afterwards  it  has  only  reached  £854,000. 
A;  length  in  1853,  twenty  years  afterwards,  the  directors 
having  been  tempted  by  a premium,  it  may  be  supposed, 
O’ 'er-issued  shares  to  the  amount  of  nearly  £300,000,  and 
having  been  obliged  to  buy  back  about  an  equal  value,  an- 
nounce in  their  annual  report,  “It  has  been  deemed  right 
and  expedient  to  write  otf  these  repurchased  shares  from 
‘ t tock,’  and  adjust  the  capital  account  which  now  stands  at 
£150,000,”  representing  30,000  shares  at  £50  each,  held  by 
tl  e public. 

Such  returns  of  the  amount  of  capital  are  false.  They 
doceive  the  public.  When  the  amount  of  capital  is  stated  in 
tl  e advertisements  of  the  company,  it  surely  means  that  the 
shareholders  have  invested  that  sum  in  the  business,  and  the 
amount  is  looked  to  as  the  stake  they  have  in  the  under- 
tf king,  and  a measure  of  their  confidence  in  its  success,  besides 
terming  a tangible  fund  to  meet  any  losses,  and  to  afford 
security  to  those  who  may  deposit  money  in  the  coffers  of 
tl  e Bank.  AU  we  contend  for  is,  that  there  ought  to  be 
n )thing  but  the  truth  told.  This  seems  reasonable.  It  has 
biien  decreed  that  coffee  and  chicory  should  henceforth  bear 
each  its  own  name,  we  cherish  the  hope  that,  at  some  future 
period,  “capital”  and  “no  capital”  will  be  distinguished  also. 
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Is  it  no  injury  to  the  public  to  place  up  such  an  announce- 
ment as  this  ? — 

“ Western  Bank  of  Scotland — Capital,  £4,000,000  ” 

— when  really,  according  to  the  books  of  the  Bank,  the 
amount  of  stock  paid  up  was  for  three  years  after  its 
commencement  only  about  £283,000,  if  not  reduced  to  half 
that  sum  ? The  object  of  a capital  is  to  give  security  to  the 
depositors  against  loss — this  is  the  primary  use  of  a capital, 
and  is  it  an  improbable  supposition  that  they  who  headed 
the  advertisement  of  this  new  Bank,  with  the  magnificent  sum 
of  £4,000,000  were  really  baiting  a trap  to  catch  deposits, 
and  thus  make  further  capital  unnecessary.  If  this  was  not 
their  intention,  such  would  be  the  natural  effect  of  their  act. 
The  principle  is  clearly  stated  in  the  Directors’  Eeport  for 
1853;  “The  Dii'ectors  embrace  this  opportunity  of  announc- 
ing, that  it  is  not  their  intention  to  increase  the  Capital 
(of  £1,500,000)  by  the  issue  of  any  new  shares — inasmuch 
as  the  large  and  gradual  augmentation  of  ‘deposits’  gives 
ample  assurance  of  the  power  and  efficiency  of  the  Bank 
. being  fully  maintained.”  “ Power  and  efficiency  ” to  lend, 
of  course.  Undoubtedly  the  plan  succeeded  ; the  Western 
Bank  had  five  millions  of  deposits  when  it  closed  its 
doors. 

Would  it  ever  have  had  such  a sum  at  its  command  with 
its  advertisement  altered  thus — 

“Wiistern  Bank  of  Scotland — I\iid-up  Capital,  £250,000.” 

We  think  not. 

It  is  evident  that  the  Directors  of  any  Bank  being 
permitted  to  buy,  sell,  or  retain  such  quantity  of  the  Capital 
Stock  of  the  Bank,  renders  the  professed  amount  of  subscribed 
capital  utterly  useless  as  a security. 

As  another  mode  of  producing  the  same  result,  the  whole 
plan  of  making  advances  on  the  Security  of  the  Stock  is  de- 
cidedly objectionable.  We  know  it  is  very  common  : almost 
every  Bank  in  its  constitution  has  power  given  to  its  Mana- 
gers to  make  such  advances  to  about  one-half  the  amount  of 
Stock  to  its  Shareholders,  but  evidently  it  is  just  a mode  of 
annulling  and  cancelling  Stock  to  the  amount  of  the  ad- 
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VJ  lice  given.  Besides,  such  security  is  otherwise  objectionable. 
It  is  well  enoiig’b  in  prosperity,  but  il  the  Banks  affairs  ^e- 
tr  )gi'ade  and  the  value  of  the  Shares  sink  to  less  tl^an  half 
tl  eir  value,  or  if  the  whole  Capital  be  lost,  then  the  concern 
is  only  burdened  with  just  so  much  uncovered  debt.  Such 
a case  as  the  latter  is  no  mere  supposition.  (.)t  what  value  as  a 
se3Ui-ity  were  the  Shares  of  the  Edinburgh  and  Glasgow, 
W estern,  or  Royal  British  Banks  ? Of  course  such  a result 
al  Sects  the  interest  of  both  the  public  and  shareholders.  They 
g«  t for  their  security  an  unsecm'ed  debt  instead  of  capital 

st  jck.  ■ 1 1 2 c 

Let  us  now  consider  how  such  jiowers  in  the  hands  oi 

di  rectors  specially  affect  the  interests  of  the  shareholders. 

They  inevitably  lead  tlie  directors  to  speculation.  Look  at 

: 1 e history  of  the  Western  as  traceable  thi'ough  its  accounts. 

' Ll  the  report  of  3 853,  we  are  told  “that  the  sinking  fund 

hits  been  chieffy  created  and  augmented  by  i-remium  on  shares 

is  iued  when  the  capital  was  inci-easing.”  The  Directors  had 

plenty  of  Stock  to  dispose  of,  when  out  of  £4,000,000  only 

£ 200,000,  or  a twentieth  part  was  issued. 

Did  they  improve  their  opportunity?  Tlie  state  of  the 

“ unking  fund,”  and  how  it  rose,  will  best  tell.  The  first 

el  iven  years  of  the  bank’s  existence,  the  dmdend  never  being 

more  than  0 per  cent.,  the  premium  at  which  the  stock  was 

is  lued  by  the  directors  must  have  been  small,  and  the  sinking 

fend  though  gradually  increasing  to  about  £50,000  shows  no 

gieat  or  rapid  growth,  but  in  1845  the  capital  gTows  some 

£ 100,000,  and  the  sinking  fund  gains  in  that  year,  £1  2O,O0O 

T lis  good  fortune  encourages  the  ju-osecution  of  this  line  of 

business,  and  next  year  £370,000  of  stock  is  issue'd,  and 

£170,000  is  added  to  the  fund.  The  year  1847  shows  only 

£100,000  additional  capital,  and  £40,000  profit. 

This  o’ain  depended  on  the  market  price  of  the  stock,  and  - 

tl  at  being  affected  by  the  rate  of  dividend,  it  is  natural  to 

find  the  dividend  rising  in  1846  to  7,  and  in  1847  to  8 per 

c£  nt.  An  additional  per  centage  brought  a good  return  in  the 

stare  market.  The  only  thing  which  seems  to  have  put  an 

ei  d to  issuing  new  stock  after  1853,  was  the  difficulty  of 

p:  ying  a dividend  on  a larger  capital  than  £1,500,000.  Of 

course  this  did  not  prevent  them  from  buying  and  selling  the 
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^ old  stock  ; it  did  not  prevent  them  from  holding  a good  many 

, shares  in  1857. 

^ . In  two  modes  then  are  the  shareholders  affected  by  these 

dealings. 

First.  They  never  know  with  any  certainty  the  real  value 
of  their  shares.  The  temptation  to  raise  the  dividend  is  so 
strong  when  the  bank  itself  can  so  easily  repay  itself  by  the 
premium  on  the  rising  shares,  that  it  cannot  be  resisted.  All 
is  done  for  the  interest  of  the  shareholders.  The  premium 
• goes  to  their  account,  but  still  they  cannot  feel  secure,  that 

^ the  augmented  dividend  is  not  just  a mode  of  raising  the 

■ 4 market  price  of  the  stock.  The  directors  are  continually  ex- 

posed to  devote  their  first  attention  to  make  the  bank  stand 
high  in  the  share  list,  instead  of  seeking  to  make  it  deserve  to 

^ stand  in  such  a place. 

And  then,  when  rumour  breathes  unffivourably  on  the  stock, 
or  deserved  suspicions  haunt  the  public  mind,  the  directors 
are  driven  to  the  desperate  remedy  of  heightening  their  divi- 
> dend.  It  cannot  be  helped,  “ The  stock  is  sinking  in  the 

market,  shareholders  will  sell  out,  depositors  will  withdraw 
■ their  money,  we  must  put  on  another  per  centage  on  the 

dividend !”  So  in  the  bank  whose  history  we  are  tracing. 
In  1 8 5 6,  a year  before  it  stopped,  up  the  dividend  went  from 
- ^ • 8 to  9 per  cent ! 

This  is  quite  conformable  to  the  rule  and  practice  of  all  who 
are  hemmed  in  and  oppressed  by  adverse  circumstances,  yet 


dare  not  economize  or  dispense  with  a single  outward  token 
of  prosperity,  lest  the  number  and  the  pressure  of  their  credi- 
tors should  be  augmented  four-fold. 

Second.  Shareholders  under  such  a system  can  never  know 
the  amount  of  liability  under  which  they  come.  This  is  ob- 
vious. The  larger  number  of  shares  the  directors  buy  up,  they 
are  really  increasing  the  responsibility  of  the  remaining  share- 
holders. Thus  the  Western  Bank  Proprietors  found  that  they 
had  to  divide  the  liabilities  of  some  2500  shares  among  them- 
selves, as  these  shares  were  not  held  by  any  responsible  party, 
and  those  liabilities  amounted  to  £300,000,  a loss  the  heavily 
burdened  shareholders  were  ill  able  to  sustain. 

In  this  case  there  were  not  more  than  one-tenth  of  the 
shares  held  by  the  Bank,  but  what  is  worthy  of  note  is,  that 
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there  seems  no  limit  to  the  amount  directors  may  buy  up, 
ai  d no  limit  to  the  amount  of  additional  risk  that  may  thus 
b(  imposed  on  the  shareholders.  No  one  can  know  how  many 
ol  his  co-proprietors  have  thus  been  set  free  from  all  share  in 
tl  e undertaking,  or  how  few  are  left  to  share  with  him  the 
u dimited  liability  of  the  Joint  Stock  Comjtany. 

It  may  be  said  that  as  in  almost  every  bank,  the  share-holders 
hnve  unlimited  liability,  it  matters  little  w'h ether  they  have 
n:  any  or  few  to  share  the  responsibility  with  them.  Certainly 
if  the  shareholders  are  all  to  be  reduced  to  bankruptcy, 
ai  iditional  responsibility  is  of  little  consequence  to  the  bank- 
n pt,  but  such  is  an  extreme  case.  Frequently  a large  co- 
partnery might  so  lessen  the  loss,  as  to  save  all  the  holders 
fiom  such  rain.  All  banks  have  not  unlimited  liability,  and 
there  the  power  of  the  managers  to  purchase  stock  for  the 
bank  tells  most  injuriously  on  the  security  to  the  creditors. 
P birties  may  dispose  of  their  shares  to  the  company,  and  just  by 
so  much  annihilate  the  fund  to  which  alone  the  claimants  on 
tl  le  estate  can  look  for  payment.  But  where  there  is  unlimit- 
e(  1 liability,  it  acts  most  injuriously.  The  fewer  partners  the 
k ss  falls  on,  the  heavier  will  be  their  share,  and  to  take  a portion 
o ‘ the  sadly  reduced  funds  of  a ruined  establishment,  and  re- 
turn to  some  shareholder  the  whole  or  part  of  his  stock  is  a 
fl  igi-ant  piece  of  injustice.  The  shareholders  who  remain,  not 
o:  dy  bear  the  share  of  loss  which  the  outgoing  partner  ought 
t<  I bear,  but  they  have  to  pay  out  of  their  scanty  resources  for 
this  privilege  conferred  on  him  and  for  his  escape. 

Bank  Stock  will  never  be  sound  and  trustworthy  till  banks 
are  in  some  degTee  restrained  from  buying,  selling,  and  re- 
ti.ining  any  portion  of  their  capital,  and  also  from  making 
a lvances  on  such  security. 

We  would  be  thankful,  meanwhile,  did  Government,  when 
i1  makes  the  Joint  Stock  Banks  annually  jiublish  the  list  of 
t leir  shareholders,  make  it  imperative  also  to  publish  the  ag- 
g regate  sum  of  stock  as  in  the  hands  of  tluise  parties. 

No  reference  has  been  made  to  the  temptation  to  private 
8 ueculation,  to  which  such  a system  exposes  those  connected 
V ith  the  management  of  a bank.  The  temptation  is  not 
s]  ight. 
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The  great  sutferers  in  the  bankruptcy  of  the  Western  Bank, 
were  the  shareholders  The  Note-holders  and  the  Depositors 
lost  nothing,  and  though  some  of  these  creditors  may  have 
suffered  considerable  anxiety  and  inconvenience,  the  whole 
ultimate  loss  fell  on  the  partners. 

There  are  some  features  of  its  history  instructive  to  share- 
holders in  banks  generally. 

In  Scotland,  for  a long  time,  “ bank  stock”  has  been  popu- 
larly considered  equal  in  safety  and  superior  in  its  return  to 
“ consols.”  The  events  of  the  last  ten  years  have  done  much 
to  show  the  fellacy  of  such  an  opinion.  One  bank  of  a million 
and  a half  of  capital  has  lost  that  sum  twice  told ; another 
bank  with  a million  for  its  capital  has  quietly  lost  it  all. 
Both  the  banks  had  a copartnery  of  from  1200  to  1800 
partners. 

These  shareholders  now  understand,  and  it  would  be  well 
for  all  bank  shareholders  to  understand  that  Banking  is  a 
trade,  and  like  every  other  trade  incurs  risk.  It  is  not,  and 
ought  not  to  be  viewed  as  affording  a safe  and  profitable  invest- 
ment for  those  who,  ignorant  of  business,  wish  to  invest  their 
little  capital,  so  as  to  afford  a means  of  livelihood. 

It  is  sad  to  know  that  so  many  persons  of  that  description 
lost  their  all  in  these  recent  failuros. 

The  courts  of  law  it  is  understood,  enforce  this  principle, 
by  holding  trustees,  who  without  powers  expressly  authorizing  it, 
risk  the  funds  of  the  trust  in  banking,  as  personally  liable  for 
any  loss  incurred  in  such  trading. 

If  such  is  the  true  character  of  banking,  if  it  is  a trade,  it 
seems  evident  none  ought  to  be  bank  shareholders  who  are 
utterly  ignorant  of  business.  If  any  one  advises  such  an  in- 
vestment, or  invests  money  in  bank  stock  for  ladies,  widows, 
or  any  other  parties  incompetent  to  understand  the  nature  of 
such  an  investment,  we  think  such  an  agent  is  bound  to  watch 
over  the  interests  he  has  risked  while  the  danger  lasts 

If  it  is  being  over  cautious  to  condemn  as  imprudent  the 
conduct  of  so  many  whose  names  are  still  on  the  list  of  share- 
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ho  ders  of  our  Joint  Stock  Banks,  surely  it  is  not  over  cau- 
tic  us  to  say,  that  no  one  ought  to  invest  thus  his  whole,  or 
ev  m the  half  of  his  means  of  livelihood.  It  may  not  he  so 
oh  lectionahle,  if  any  one  has  a few  spare  hundreds,  which  must 
he  invested  some  way,  to  place  the  money  in  hank  stock  where 
a ] ittle  higher  interest  is  to  he  had,  and  something  additional 
m;  i,y  he  gained  hy  the  increased  value  of  the  shares  if  the 
CO  icern  prospers,  and  where  if  it  does  not  prosper,  no  loss  can 
se:  iously  affect  the  condition  of  the  shareholder ; hut^  for  trus- 
tee ;s  to  invest  the  whole  little  fortune  of  orphan  childi’en,  or 
riik  the  life- rent  interest  of  some  widow  or  lonely  lady,  even 
in  so  seem-e  a trade  as  hanking  was  once  thought  to  he,  is 

most  unjustifiahle. 

If  such  parties  ought  not  to  hold  hank  stock,  who  ought  to 
lu  Id  it  ? some  may  ask.  The  answer  seems  obvious.  Those 
w 10  are  acquainted  with  trade  and  the  management  of  pecu- 
nirry  affairs.  We  are  strongly  in  favour  of  the  Joint  Stock 
piinciple  in  Banking.  We  would  like  all  who  have  business 
w th  banks,  and  who  have  the  competent  knowledge  and  capi- 
ta [,  to  have  a share  and  an  interest  in  these  companies,  so  that 
re  dly  the  whole  nation  might  he  security  for  the  stability  of 

tie  system. 

The  next  point  that  stands  out  to  the  ol.servation  of  those 
interested  as  shareholders  in  a hank,  is  that  the  clause  gener- 
al ,y  inserted  in  the  constitution  of  such  copartneries,  “ that  on 
tl  ere  appearing  at  any  balance  of  the  Comjiany  s hooks  a loss 
auioiinting  to  25  per  cent,  of  the  original  capital,  (or  suchpro- 
p.  .rtion  as  may  he  deemed  suitable,)  the  Company  shall  ipso 

fi  do  he  dissolved,”  is  practically  useless. 

It  was  intended  in  cases  where  the  liability  was  unlimited, 
t( ' secure  that  the  loss  never  should  exceed  a certain  propor- 
tion  of  the  original  stock,  hut  it  has  utterly  failed  to  afford 
such  protection.  The  Western  Bank  had  such  a provision  in 
its  contract,  that  if  on  balancing  the  books  such  a loss 
“ ippeared"  the  result  should  be  immediate  dissolution.  But 
s ich  a loss  never  appeaved  ; that  was  carefully  avoided,  even 
\ Jien  the  capital  was  Iiopelessly  squandered ; even  a few  months 
tefore  the  final  catastrophe. 

A little  “jugglery  of  figures”  was  all  that  was  reepnred  to 
Hde  the  truth,  and  in  such  circumstances  it  is  to  he  feared 
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such  modes  of  concealment  will  he  so  often  practised,  that 
shareholders  must  look  to  other  quarters  for  some  security 
atjainst  ruin. 

O 

It  were  well  perhaps  at  once  to  state  our  conviction,  that 
the  quarter  where  such  security  can  he  found  is  quite  opposite 
in  its  nature  from  a formal  check,  such  as  the  clause  of  the 
contract  just  noticed.  If  paper,  parchment,  stamps,  and  ink 
could  secure  honest  and  efficient  management,  it  had  been 
universally  obtained  long  ere  this.  It  is  not  by  any  formal 
checks  or  rules  that  the  prosperity  of  an  undertaking  is  se- 
cured. Shareholders  can  only  secure  the  prosperity  of  their 
hank  as  they  do  that  of  their  own  individual  business,  hy 
ffivino:  attention  to  it. 

This  is  really  the  sum  and  essence  of  the  duty  of 
partners  towards  their  companies,  that  they  ought  to  take  more 
interest  in  and  pay  more  attention  to  them.  Banks  cannot 
manao-e  themselves,  and  as  our  men  of  business  well  know 
no  paid  service  is  an  efficient  substitute  for  the  “master’s 
eye.”  Our  Shareholders,  not  the  Directors  or  the  Manager, 
are  the  real  masters.  This  duty  has  been  much  neglected; 
the  only  inquiries  most  of  the  holders  of  our  joint-stock 
banks  ever  make,  or  think  of  making,  are,  what  is  the  amount 
of  dividend  and  when  is  it  payable.  They  do  attend  to  this, 
hut  beyond  this  they  give  little  attention,  and  take  little 
intei'est  in  the  affairs  of  their  Bank. 

Does  not  such  neglect  reap  its  natural  reward,  when  those 
who  would  not  pay  attention  to  the  company’s  affaire,  so  as 
to  keep  them  right,  are  called  on  to  pay  a call  of  so  much 
per  share  to  liquidate  its  debts  ? 

It  may  he  asked,  “ what  good  can  so  general  and  in- 
definite a thing  as  the  interest  or  attention  of  500  or  GOO 
men  effect  on  the  affairs  of  a commercial  concern  ?”  We 
know  that  to  he  effective  it  must  not  he  indefinite  or  general, 
it  must  he  defined  and  practical,  and  we  will  suggest  how  it 
may  in  some  degree  he  made  so.  Yet  we  plead  that  each  share- 
holder should  give  attention  and  take  an  interest  in  the  pro- 
sperity of  his  company,  though  we  could  hot  show  any  definite 
form  such  attention  and  interest  might  assume.  If  the  mind 
is  really  turned  in  that  direction,  it  will  find  some  mode 
of  practically  reaching  the  result.  Attention  is  n most  effi- 
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cimt  and  practical  thing  in  a person’s  priA^ate  affairs,  and  it 
w ill  be  so  too  in  a joint-stock  Bank. 

Still  one  or  two  hints  may  be  offered  I’egarding  what  share- 
h )lders  may  do.  First,  they  may  exercise  their  judgment 
a:  id  power  in  choosing  the  directors  and  the  office-bearers  of 
tlie  bank.  To  put  the  right  man  into  the  right  place  is  an 
ii  iportant  and  difficult  duty.  It  is  one  on  which  the  pros- 
p nity  of  large  companies  must  ever  directly  depend.  It 
g iiierally  devolves  on  the  shareholders.  Sometimes  only 
tlie  directors  are  chosen  by  the  company,  and  the  appoint- 
n ent  of  the  office-bearers  is  left  to  them.  Though,  of  course, 


t'  le  opinion  of  those  best  qualified  to  judge  ought  ever  to  have 
dae  weight,  still,  perhaps,  it  is  the  best  working  arrange- 
n Lent  to  make  the  Manager’s  place  at  least  independent  of  the 
pleasure  of  the  directors.  This  is  done  in  some  societies. 

Then  the  selection  of  gentlemen  to  take  part  in  the  direc- 
t on  ouo’ht  not  to  be  done  at  random.  Tliese  men  are  the 
s ibstitutes  in  a gi’eat  measure  for  their  constituents,  and 
t lose  ought  to  be  chosen  who  can  and  will  give  time  and  atten- 
ton^to  the  business.  There  ought  not  to  be  too  many,  that 
divides  the  responsibility  too  much,  and  such  a number  oi 
c impetent  men  may  be  difficult  to  get.  Neither  ought  there 
t ) be  too  few,  for  then  the  work  is  too  heavy,  and  it  is 
f trmally  or  slightly  done.  It  is  too  much  to  hope  that  there 
\iW  be  noneat  the  board  who  are  merely  nominally  directors, 


lut  undoubtedly  there  ought  to  be  as  few  as  possible. 

The  fact  of  two  or  three  bank  directors  being  condemned 


t)  confinement  in  prison  for  a six  or  twelve  months,  and  a 
1 mch  larger  number  of  such  gentlemen  having  to  stand  as 
t efenders  in  dozens  of  law-pleas  raised  1 >y  the  enraged  and 
saffering  shareholders  of  the  companies  they  acted  for,  places 
tile  responsibilities  of  tlie  Directorship  of  Banks  in  an  im- 
] ressive  light,  and  makes  it  much  to  be  desired  that  instead 
( f instituting  legal  proceedings  against  these  men  after  the 
1 lismanagement  has  taken  place,  some  care  were  taken  to 
1 lake  a proper  selection,  and  thus  prevent  the  disaster 


a Itogether. 

Next,  Shareholders  might  attend  the  meetings  of  the  Pro- 
j rietary  of  the  Bank.  They  take  place  not  oftener  than 
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twice  a year,  and  ought  to  be  more  than  a lormality.  Ihe 
meetings  are  generally  nothing  else,  but  they  are  just  what 
the  proprietors  make  them.  They  may  come  and  freely  speak 
their  thoughts,  and  delilierately,  calmly  do  their  duty,  or 
they  may  stay  away,  and  out  of  some  thousand  partners  a 
score  or  two  may  appear  only  to  enable  the  Directors  to  go 
through  the  usual  formalities  decently.  The  others  come  on 
dividend  day  only.  Generally  the  attendance  at  the  annual 
meetings  is  very  miserable.  The  work  consists  of  choosing 
the  Directors  and  submitting  the  state  of  the  Bank’s  affairs 
at  last  balance.  Might  it  not  secure  a much  larger  attendance, 
if  the  warrants  for  an  instalment  of  the  year’s  profits  were 
issued  at  the  place  and  made  payable  on  the  day  of  the 
annual  meeting  ? 

Lastly,  Bank  proprietors  ought  to  insist  on  knowing  more 
and  more  accurately  the  aflairs  of  their  company. 

Ask  one  of  the  proprietors  of  a Bank,  perhaps  one  of  the  old 
and  best  Establishments,  to  go  to  the  annual  meeting,  and 
probably  he  will  reply,  “ Why  should  I go  ? they  will  read 
over  long  lists  of  figures,  so  many  millions  hundredsol  thousands, 
and  actually  tell  you  the  odd  shillings  and  pence  that  have 
been  made  last  year,  but  you  will  not  understand  or  remem- 
ber one  jot  of  it,  nor  will  you  be  a bit  wiser.”  The  objec- 
tion is  founded  on  truth,  the  annual  statement  of  the  profit 
and  loss  is  very  interesting,  but  it  must  be  seen  not  heard 
if  it  is  to  be  understood.  No  one  can  carry  in  the  mind 
columns  of  figures,  especially  if  they  are  just  once  read  over 
to  him,  yet  that  is  all  that  most  of  our  Scotch  Banks  do. 
There  ought  to  be  a plain  full  \ddimus  of  the  position  of  the 
company’s  affairs  printed  and  sent  to  each  name  on  the  share 
list  of  the  Bank.  It  is  quite  tnie  that  will  not  secure  pros- 
perity nor  even  truth.  Tlie  Banks  in  Scotland  in  most  un- 
doubted credit  never  do  such  a thing,  but  neither  have  they 
prospered  because  they  did  not  do  so,  and  as  such  informa- 
tion seems  to  be  the  right  of  the  shareholders  they  ought  to 
get  it.  Either  the  balance  sheet  ought  never  to  be  sub- 
mitted or  it  ought  really  to  be  done,  and  not  merely  read 
over  to  a mere  handful  of  those  interested  in  it.  There  is  no 
other  way  this  can  be  submitted  to  all  except  by  printing  it. 

It  is  of  some  importance  in  v/hat  form  the  statement  of  the 
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Ikmk’s  affairs  oiiglit  to  appear,  and  how  much  ol  the  detail 
c light  to  be  shown. 

Evidently  the  statement  ought  to  be  thrown  into  the 
simplest  form  ; all  professional  accountantdike  language 
ought  to  be  as  far  as  possilde  avoided.  Perhaps  it  cannot  be 
] iiade  intelligible  to  all,  but  it  ought  to  be  unintelligible  to 

■■'ery  few. 

It  ought  to  be  signed  by  the  Manager  and  by  the  Account- 
; lit  specially  as  a true  balance  of  the  books  of  the  Bank. 
Besides  the  Directors  or  Auditors,  the  individuals  who  per- 
i onally  have  examined  the  accounts  and  signed  the  docqiiet 
muching  for  the  accuracy  of  what  tluiy  have  examined, 

I )ught  to  append  their  doc(|uet  and  names  to  the  statement. 

The  object  to  be  attained  by  these  measures  is  to  fix  per- 
1 lonal  responsibility. 

Without  proposing  any  form  into  which  the  accounts 
night  be  generally  thrown,  some  points  ought  to  be  brought 
( listinctly  out : 

The  amount  of  Bullion  held. 

of  Government  Securities. 

,,  of  Over- due  Bills. 

„ of  Bills  bought. 

,,  of  Bad  Debts. 

of  Debts  in  Suspense. 

„ of  Heritable  Property. 

On  the  other  side  of  the  account  there  ought  to  appear  : 

The  amount  of  Deposits. 

of  Deposits  at  call, 
of  Note  Circulation. 

of  other  Obligations  for  which  the  Bank  is 
responsible. 

of  Undivided  Profits  or  Rest, 
of  Divisable  Profit. 

Besides  these,  there  are,  as  has  been  noticed  elsewdiere, 
certain  channels  through  which  the  property  of  a Bank  is 
peculiarly  apt  to  be  lost,  and  it  would  be  w^ell  if  a definite 
answer  could  be  given  on  such  points  as  these. 

What  amount  of  debt  has  been  outstanding  longer  than 

two  years  ? 


( 
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What  amount  of  assets 


could  not  be 


realised  within  six 


or  twelve  months  ? 

What  are  the  number  and  amount  of  the  debts  due  to  the 
Bank,  which  taken  singly  are  above  £5000  or  £10,000. 

Has  the  Bank  any  pecuniaiy  responsibilities  besides  those 
noticed  in  the  lialance-sheet  1 {e.  g.,  “rediscounted  bills,” 

“ acceptances.”) 

There  is  still  the  question  regarding  auditors  to  dispose  of. 
Ought  the  proprietoi-s  to  appoint  auditors  themselves  inde- 
pendent of  the  directors  and  office-bearers  ? There  ought  to 
be  auditors  undoubtedly ; they  ought  to  be  known  and 
satisfactorily  to  the  shareholders,  but  except  in  special  cases 
or  at  fixed  periods,  say  every  five  years,  it  does  not  seem  ex- 
pedient to  have  appointments  of  that  nature. 

One  obstacle  may  seriously  impede  the  attainment  of  this 
knowledge  on  the  part  of  the  Shareholders,  and  that  is  the 
idea  that  such  open,  frank  dealing  will  injure  the  Bank’s 
credit.  Most  willingly  do  we  admit  that  there  are  limits 
beyond  which  public  inquiry  must  not  come  ; yet  generally 
such  a plea  ought  not  to  be  listened  to  readily  by  the  Share- 
holders. If  a Bank  must  for  its  credit  withhold  the  real 
state  of  its  affairs  from  its  own  Shareholders,  that  is  the 
strongest  reason  why  they  ought  not  to  permit  it  to  be 
withheld. 

Such  secrecy  ma}^  be  advantageous  to  keep  up  the  stock 
in  the  market,  and  allow  some  director  or  individual  share- 
holder to  sell  out,  but  it  almost  never  can  be  advantageous  to 
the  proprietary  at  large.  If  there  is  anything  wrong,  they 
have  a right  to  know  it ; if  there  is  nothing  wrong,  and  the 
credit  of  the  company  is  deserved,  the  knowledge  of  that 
cannot  injure  its  prosperity. 


oO 
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liank’s  aftiiirs  ought  to  a]>pear,  and  how  much  of  the  detail 
oiiofht  to  he  shown. 

Evidently  the  statement  ought  to  he  thrown  into  the 
simplest  form  ; all  professional  accountant -like  language 
uglit  to  he  as  far  as  possible  avoided.  Perhaps  it  cannot  be 
1 lade  intelligible  to  all,  hut  it  ought  to  be  unintelligible  to 
> ery  few. 

It  ought  to  be  signed  by  the  Manager  and  by  the  Account- 
c nt  specially  as  a true  balance  of  the  books  of  the  Bank. 
Besides  the  Directors  or  Auditors,  the  individuals  who  per- 
sonally have  examined  the  accounts  and  signed  the  docquet 
’''ouching  for  the  accuracy  of  what  they  have  examined, 
( light  to  append  their  docquet  and  names  to  the  statement. 

The  object  to  be  attained  by  these  measures  is  to  fix  per- 
t onal  responsibility. 

Without  proposing  any  form  into  which  the  accounts 
might  be  generally  thrown,  some  points  ought  to  be  brought 
( istinctly  out : 


The  amount  of  Bullion  held. 

of  Government  Securities, 
of  Over- due  Bills, 
of  Bills  bought, 
of  Bad  Debts, 
of  Debts  in  Suspense, 
of  Heritable  Property. 


)n  the  other  side  of  the  account  there  ought  to  appear : 


The  amount  of  Deposits. 

„ of  Deposits  at  call. 

„ of  Note  Circulation. 

of  other  Obligations  for  which  the  Bank  is 
responsible. 

„ of  Undivided  Profits  or  Rest. 

„ of  Divisable  Profit. 

Besides  these,  there  are,  as  has  been  noticed  elsewhere, 
3ertain  channels  through  which  the  property  of  a Bank  is 
peculiarly  apt  to  be  lost,  and  it  would  be  well  if  a definite 
rnswer  could  be  given  on  such  points  as  these. 

What  amount  of  debt  lias  been  outstanding  longer  than 
jWo  years  ? 
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What  amount  of  assets  could  not  be  realised  within  six 
or  twelve  months  ? 

What  are  the  number  and  amount  of  the  debts  due  to  the 
Bank,  which  taken  singly  are  above  £5000  or  £10,000. 

Has  the  Bank  any  pecuniaiy  responsibilities  besides  those 
noticed  in  the  lialance-sheet  ? (e.  (j.,  “ rediscounted  bills,” 

“ acceptances.”) 

There  is  still  the  question  regarding  auditors  to  dispose  of 
Ought  the  proprietor  to  appoint  auditors  themselves  inde- 
pendent of  the  directors  and  office-bearers?  There  ought  to 
be  auditors  undoubtedly ; they  ought  to  be  known  and 
satisfiictorily  to  the  shareholders,  but  except  in  special  cases 
or  at  fixed  periods,  say  every  five  years,  it  does  not  seem  ex- 
pedient to  have  appointments  of  that  nature. 

One  obstacle  may  seriously  impede  the  attainment  of  this 
knowledge  on  the  part  of  the  Shareholders,  and  that  is  the 
idea  that  such  open,  frank  dealing  will  injure  the  Bank’s 
credit.  Most  willingly  do  we  admit  that  there  are  limits 
beyond  which  public  inquiry  must  not  come  ; yet  generally 
such  a plea  ought  not  to  be  listened  to  readily  by  the  Share- 
holders. If  a Bank  must  for  its  credit  withhold  the  real 
state  of  its  affairs  from  its  own  Shareholders,  that  is  the 
strongest  reason  why  they  ought  not  to  permit  it  to  be 
withheld. 

Such  secrecy  may  be  advantageous  to  keep  up  the  stock 
in  the  market,  and  allow  some  director  or  individual  share- 
holder to  sell  out,  but  it  almost  never  can  be  advantageous  to 
the  proprietary  at  large.  If  there  is  anything  wrong,  they 
have  a right  to  know  it ; if  there  is  nothing  wrong,  and  the 
credit  of  the  company  is  deserved,  the  knowledge  of  that 
cannot  injure  its  prosperity. 
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SECRET  MANAGEMENT. 

Tliougli  this  is  an  age  when  Joint  Stock  Companies  pro- 
fessedly do  much,  every  one  knows  that  there  always  aie 
some  one,  two,  or  three  individuals  whose  thoughts  and  ener- 
gies really  set  the  company  in  motion,  and  decide  what  direc- 
tion that  motion  shall  take— perhaps  oftenest  the  whole  de- 
pends on  one  man.  One  mind  plans  and  commands  the  whole 
affair,  and  the  grand  sounding  name  of  the  Company,  is  only 
a “ cloak  of  darkness”  to  conceal  from  the  public  “the  manager.’ 

It  is  well  known,  too,  how  the  management  of  one  excels  that 
of  many,  or  of  more  than  one.  In  completeness  of  plan,  in 
decision,  in  energy,  in  speedy  execution,  all  the  advantage  is 

on  the  side  of  the  single  managing  ])Ower. 

In  Banks  it  is  ever  the  same.  'I’he  character  of  the  estab- 
lishment, its  progress,  its  maintenance  or  its  loss  of  its  posi- 
tion, depends  on  the  gentleman  who  is  at  its  head.  Frequent  y 
that  individual  is  not  nominally  “ manager,”  he  may  he  “ secre- 
tary,” or  “ cashier.”  Still  his  charaider  is  all-impoi-tant  to  the 
institution,  and  its  success  is  mainly  dependant  on  him.  How 
often  the  expression  is  heard,  “ such  a one  made  the  Bank. 
We  need  not  give  examples  of  the  advantages  of  such  man- 
acrement,  but  unfortunately  we  have  recently  had  too  many 
examples  forced  on  our  attention  of  the  disadvantages  of  such 
manao-ement  when  combined  with  excessive  secresy. 

It  is  not  the  fact  that  Mr  Smith  and  then  Mr  Taylor  were 
“ the  managers”  of  the  Western  Bank,  and  lost  a sum  equal  to 
its  capital  "twice  told,  or  that  Mr  Richardson  was  “mana- 
ger” of  the  Northumberland  and  Durham  District  Bank,  and 
Mr  H.  I.  Cameron  of  The  Royal  British  Bank,  to  the  utter 
niin  of  all  concerned,  but  the  fact  that  claims  the  most  serious 
attention  is,  that  no  man  among  the  directors  or  office-bearers 
of  these  great  companies,  except  these  “ managers,”  knew^  in 
the  least  the  real  position  of  their  affairs.  It  is  this  excessive 
secresy  we  complain  of;  and  the  question  arises,  can  we  not 
secure  all  the  advantages  which  flow  from  placing  the  control 
of  the  whole  under  one  mind,  without  the  disadvantages  which 
flow  from  such  excessive  secresy  ? 


SECRET  MANAGEMENT.  33 

It  is  impossible  to  believe  that  the  Banks  now  referred  to 
could  have  come  to  so  disastrous  an  issue,  if  the  knowledge  of 
the  real  state  of  their  finances  had  not  been  locked  up  for 
years,  within,  the  breast  of  a .single  individual,  and  kept 
secret  from  all  the  other  office-bearers  who  nominally  shared 
in  the  responsibility.  Mr  Fleming  in  his  evidence  states  that 
from  documents  in  the  handwriting  of  Mr  Taylor,  late  mana- 
ger of  the  Western  Bank,  he  is  convinced  that  many  yearn 
before  the  final  catastrophe,  Mr  T.  knew  that  bad  debts  had 
been  incurred  to  the  amount  of  more  than  one  quarter  of  a 
million,  which  nevertheless  he  represented  in  the  balance  sheet 
to  the  directors  and  shareholders  as  good,  and  further,  that 
the  manager  got  that  information  from  the  clerk  who  kept 
the  records  of  these  debts,  and  who,  under  proper  authority, 
would  have  exhibited  the  same  statement  to  any  director  or 
auditor,  and  thus  effectually  have  prevented  such  an  imposi- 
tion being  practised  by  any  individual. 

The  same  gentleman  in  his  evidence  declares,  that  the  secre- 
tary, cashier,  and  accountant  of  that  establishment,  had  not,  he 
believes,  any  idea  of  how  deep  was  the  ruin  that  impended  over 
it.  So  exclusive  was  the  power  of  the  manager,  that  he  was 
the  only  person  in  the  Bank  who  could  authorise  a £100  bill 
to  be  discounted. 

The  directors  had  no  details  of  the  transactions  of  the  com- 
pany laid  before  them,  from  which  any  such  discrepancy  as 
really  existed  for  many  years  could  be  discovered. 

The  previous  manager  of  the  Western,  Mr  Donald  Smith, 
acted  on  the  same  system  of  concealment. 

The  Northu7nberland  and  Durham  District  Bank  was  con- 
ducted on  the  same  close  system.  There,  more  than  the  whole 
capital  was  advanced  to  an  Iron  Company,  in  which  Mr  Rich- 
ardson the  manager  was  deeply  interested.  Of  course  the 
secret  was  well  kept — so  well  that  the  credit  of  the  Bank  was 
sustained  amid  difficulties  and  losses  in  a most  surprising 
degree,  till  almost  the  very  day  it  stopped  payment. 

As  for  the  general  manager  of  the  Royal  British  Bank,  lie 
not  only  kept  tlie  secrets  of  the  Bank  locked  up  in  his  breast, 
but  he  kept  there  the  key  of  a safe  where  a private  ledger 
was  hidden,  into  which  he  entered  all  transactions  he  meant 
for  no  eye  but  his  own.  The  nature  of  these  transactions,  the 
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Though  this  is  an  age  when  Joint  Stock  Companies  pro- 
fessedly do  much,  eveiy  one  knows  that  there  always  are 
some  one,  two,  or  three  individuals  wliose  thoughts  and  ener- 
gies really  set  the  company  in  motion,  and  decide  what  direc- 
tion that  motion  shall  take— perhaps  oftenest  the  whole  de- 
pends on  one  man.  One  mind  plans  and  commands  the  whole 
affair,  and  the  grand  sounding  name  of  the  Company,  is  only 
a “ cloak  of  darkness”  to  conceal  from  the  public  “the  managei. 

It  is  well  known,  too,  how  the  management  of  one  excels  that 
of  many,  or  of  more  than  one.  In  completeness  of  plan,  in 
decision,  in  energy,  in  speedy  execution,  all  the  advantage  is 

on  the  side  of  the  single  managing  power. 

In  Banks  it  is  ever  the  same.  The  (diaracter  of  the  estab- 
lishment, its  progress,  its  maintenanc(!  or  its  loss  of  its  posi- 
tion, depends  on  the  gentleman  who  is  at  its  head.  Frecpiently 
that  indmdnal  is  not  nominally  “ nianagm-,”  he  may  be  “ secre- 
tary,” or  “ cashier.”  Still  his  characttir  is  all-important  to  the 
institution,  and  its  success  is  mainly  dependant  on  him.  How 
often  the  expression  is  heard,  “ such  a one  made  the  Bank. 
We  need  not  give  examples  of  tlie  advantages  of  snch  man- 
ao-ement,  but  unfortunately  we  have  recently  had  too  many 
examples  forced  on  our  attention  of  the  disadvantages  of  snch 
manao’ement  when  combined  with  exceMive  secresy. 

It  is  not  the  fact  that  Mr  Smith  and  then  Mr  Taylor  were 
“ the  managers”  of  the  Western  Banh,  and  lost  a sum  erpial  to 
its  capital  "twice  told,  or  that  Mr  Richardson  was  “ mana- 
o-er”  of  tlie  Northumberland  and  Durham  District  Baidc,  and 
Mr  H.  I.  Cameron  of  The  Royal  British  Bank,  to  the  utter 
niin  of  all  concerned,  but  the  fact  that  claims  the  most  serious 
attention  is,  that  no  man  among  the  directors  or  office-bearers 
of  these  great  companies,  except  these  “managers,  knew  in 
the  least  the  real  position  of  their  afiairs.  It  is  this  excessive 
secresy  we  complain  of;  and  the  question  arises,  can  we  not 
secure  all  the  advantages  which  flow  from  placing  the  control 
of  the  whole  under  one  mind,  witliout  the  disadvantages  which 
flow  from  such  excessive  secresy  ? 
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It  is  impossible  to  believe  that  the  Banks  now  referred  to 
could  have  come  to  so  disastrous  an  issue,  if  the  knowledge  of 
the  real  state  of  their  finances  had  not  been  locked  up  for 
years,  within  the  breast  of  a single  individual,  and  kej)t 
secret  from  all  the  other  office-bearers  who  nominally  shared 
in  the  responsibility.  Mr  Fleming  in  his  evidence  states  that 
from  documents  in  the  handwriting  of  Mr  Taylor,  late  mana- 
ger of  the  Western  Bank,  he  is  convinced  that  many  yearn 
before  tlie  final  catastrophe,  Mr  T.  knew  that  bad  debts  had 
been  incurred  to  the  amount  of  more  than  one  quarter  of  a 
million,  which  nevertheless  he  represented  in  the  balance  sheet 
to  the  directors  and  shareholders  as  good,  and  further,  that 
the  manager  got  that  information  from  the  clerk  who  kept 
the  lecoids  of  these  debts,  and  who,  under  proper  authority, 
would  have  exhibited  the  same  statement  to  any  director  or 
auditoi,  and  thus  eftectually  have  prevented  such  an  imposi- 
tion being  practised  by  any  individual. 

The  same  gentleman  in  his  evidence  declares,  that  the  secre- 
tary, cashier,  and  accountant  of  that  establishment,  had  not,  he 
believes,  any  idea  of  how  deep  was  the  ruin  that  impended  over 
it.  So  exclusive  was  the  power  of  the  manager,  that  he  was 

the  only  person  in  the  Bank  who  could  authorise  a £100  bill 
to  be  discounted. 

The  directors  had  no  details  of  the  transactions  of  the  com- 
pany laid  before  them,  from  which  any  such  discrepancy  as 
really  existed  for  many  years  could  be  discovered. 

The  previous  manager  of  the  Western,  Mr  Donald  Smith, 
acted  on  the  same  system  of  concealment. 

The  Northumberland  and  Durham  District  Bank  was  con- 
ducted on  the  same  close  system.  There,  more  than  the  whole 
capital  was  advanced  to  an  Iron  Company,  in  which  Mr  Rich- 
ardson the  manager  was  deeply  interested.  Of  course  the 
secret  was  well  kept — so  well  that  the  credit  of  the  Bank  was 
sustained  amid  difficulties  and  losses  in  a most  surprising 
degree,  till  almost  the  very  day  it  stopped  payment. 

As  for  the  general  manager  of  the  Royal  British  Bank,  he 
not  only  kept  the  secrets  of  the  Bank  locked  up  in  his  breast, 
but  he  kept  there  the  key  of  a safe  where  a private  Udcjer 
was  hidden,  into  which  he  entered  all  transactions  he  meant 
for  no  eye  but  his  own.  The  nature  of  these  transactions,  the 
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Ju  licial  and  Oriminal  Courts  of  England  now  know,  and  both 
tin ! shareholders  and  depositors  know  the  result  of  such  secret 
mf  nao-ement. 

O 

These  facts  seem  to  form  a gi’ound  amply  sufRcient  for  the 
directors  and  shareholders  instituting  the  impiiry,  Is  it  neces- 
sa  y ? Is  it  exj)edient  that  one  man  alone  should  know  the  real 
stj  te  of  our  affairs  ? Subsequently  the  question  how  can  this 
be  remedied,  may  be  considered. 

Such  secresy  is  never  pretended  to  be  necessary.  For  pro- 
fef  sodly  every  balance  sheet  sul miitted  by  the  manager  to  the 
di  ‘ectors  or  shareholders,  is  an  acknowledgment  of  their  right 
to  that  knowledge  which  is  often  practically  withheld.  Be- 
siiies,  it  is  the  knowledge  of  the  detailed  transactions  of  the 
trade  customers  of  the  Bank,  that  it  is  so  essential  to  keep 
piivate,  and  that  is  the  object  of  such  jealousy  and  care. 
Commercial  men  dread  their  rivals  in  business  becoming 
ac  piainted  with  their  customers  or  the  nature  ot  their  trans- 
actions, but  the  public  have  no  objection  to  the  gi’eatest  pub- 
lic ity  as  to  the  balance  sheets  of  their  banker.  It  tells  nothing 
alout  them  or  theirs. 

The  point  at  issue  however  is  not  whether  the  public  ought 
to  know  the  state  of  these  Joint  Stock  Banks,  but  a much 
n<  iTOwer  one — “ ouglit  no  one  to  know  it  but  one  man. 
0 ight  hundreds  of  shareholders  who  frequently  ri.sk  their 
w lole  property,  directors  chosen  to  represent  these  proprietors 
ai  d paid  officials,  all  resign  any  light  to  question  or  investi- 
g!  te  the  statement  of  the  affairs  of  the  company,  and  entrust 
tl  e whole  to  the  ability  and  honesty  of  one  man  “our  Manager. 

This  seems  objectionable,  for  it  invests  one  man  with  too 
iruch  power. 

Amliition  has  found  its  gratification  in  the  possession  of 
n onev — for  monev  is  power.  It  has  been  told  that  one  of  the 
g eat  money  lenders  of  Europe,  when  rumours  of  impending 
Mar  reached  him  on  the  Exchange,  he  c^uietly  listened,  and 
b ittoning  up  his  pocket,  said  emphatically — “Jliere  shall  be 
n 1 war.”  There  was  a money  power  affecting  the  state  of 
E Lirope. 

One  of  the  ex-managers  of  a Joint  Stock  Bank  used  to 
b last  that  he  “ wielded  a ten  million  power  ! ” 

The  danger  lies  in  this,  that  the  ambition  to  figure  as  the 
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controller  of  such  a capital  leads  men  to  act  under  a motive 
very  different  from  that  vdiich  ought  to  regulate  their  man- 
agement, and  acting  from  a different  motive  leads  to  different 
results.  It  is  not  pos.sible  to  explain  the  mismanagement  of 
some  of  our  Banks  on  any  other  principle.  There  was  no  v^ant 
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of  ability  or  of  attention,  no  advancement  of  private  interests 
at  the  expense  of  those  of  the  company.  It  really  seems  that 
it  was  an  inordinate  desire  “to  do  a large  business”  that  led 
to  bankruptcy. 

Such  secresy  is  injurious  to  the  company  alike  in  prosperity 
and  adversity. 

If  the  comjiany  is  prosperous,  such  concealment  is  worse 
than  unnecessary,  for  it  enables  jealonsy  to  hang  doubt  and 
suspicion  round  facts  capable  of  being  most  fully  vouched. 
The  more  prosperous  a concern  is,  the  more  injurious  such  a 
course  is,  for  it  is  on  such  occasions  that  suspicions  are  most 
rife.  If  a company  can  pay  a larger  dividend  than  their 
neighbours,  they  ought  specially  at  such  a time  to  make  Avith- 
out  ostentation,  a thorough  satisfactory  inAmstigation  of  all 
their  manager’s  accounts. 

If  things  are  retrograding,  such  secresy  is  most  disastrous. 
Bad  debts  are  accumulating,  but  the  manager  only  knoAvs 
their  amount,  then  the  old  temptation  comes  OA*er  him.  “Why 
tell  this  ? It  only  makes  things  AAmree  ; by  not  telling  it, 
after  a feAv  better  years,  all  traces  of  it  aaTII  di.sappear  ? Be- 
sides, no  one  can  be  sure  that  these  are  really  irrecoA^erable 
debts — ‘ why  may  they  not  stand  oA'er  in  suspense’  till  an- 
other balance  ? Then  if  it  Avas  all  knoAAui  there  Avould  be  such 
talking  about  my  management  f Such  a pressure  of  thoughts 
can  easily  be  foreseen  as  likely  to  haunt  the  mind  of  a respon- 
sible manager  in  disastnms  times.  The  result,  as  nine  bank- 
rupts out  of  every  ten  can  testify  is,  that  hope  deceives,  and 
rui]i  deepens.  Tlimg-s  do  not  get  better  : they  get  AAmrse,  and 
then  the  arguments  for  concealment  strengthen,  and  the  piin- 
ciple  of  tlie  propriety  of  such  a course  has  been  already 
practically  admitted,  it  is  adopted  again,  and  quietly  nothing 
is  said  The  account  of  “outstanding  debts”  is  still  “in  sus- 
pense,” “ they  may  be  partly  irrecov^erable,  but  it  is  impossible 
at  present  to  decide  to  Avhat  extent.” 

It  is  not  proper  to  expose  any  man  to  the  temptations  of 
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such  a situation.  The  manager  who  knew  that  his  accounts 
V ere  regularly  audited  would  he  freed  from  them.  The  pain- 
f d doubts  and  discussions  in  his  own  mind  would  be  at  once 
d ispelled— no  fallacious  hopes  would  deceive  and  lead  to 

dee])er  ruin. 

Tins  view  of  the  case  suggests  how  much  those  who  are 
managers  ought  to  desire  and  court  a full  investigation  of 
tlieir  work.  ”Such  a thing  would  strengthen  their  position  and 
f dd  to  their  influence.  All  that  we  plead  for  is  not  a sun-en- 
( er  of  any  part  of  their  power,  but  only  a full  exposition  to 
t nother  party  of  how  it  has  been  used.  What  we  wish  des- 
i royed  is  that  system  of  concealment  whereby  the  manager  is 
I he  only  one  who  is  thoroughly  cognisant  of  the  bank  s affairs. 

■ Alien  the  weather  is  calm  and  all  right  on  board  a ship,  it  is 
I luite  sufficient  that  the  captain  has  made  his  observations, 

< alculated  and  knows  the  position  of  his  vessel  on  the  surface 
( >f  the  ocean,  but  surely  it  is  most  unwise  that  in  a long  voyage 
vith  many  lives  and  a precious  cargo  under  his  care,  the  cap- 
,ain  should  be  the  only  one  on  board  who  has  the  aliility  and 
naterials  necessary  to  ensure  safety,  or  bring  the  voyage  to  a 
prosperous  issue.  Is  it  not  as  unwise  to  leave  the  whole 
iffiiirs  of  an  extensive  commercial  company  in  the  exclusive 

cnowledge  of  one  man? 

But  many  may  at  once  admit  the  impropriety  of  such  ex- 
3essive  secresy,  and  yet  under  the  idea  that  it  is  inseparable 
from  the  advantages  accruing  from  having  one  able  efficient  man 
at  the  helm,  be  disposed  to  let  the  system  continue  as  an  evil 
for  which  a practical  remedy  cannot  be  found. 

It  does  not  seem  really  to  be  an  evil  of  such  a nature.  Let 
it  once  be  distinctly  decided  that  such  a thing  is  unwise  and 
disadvantageous,  and  a remedy  will  be  found  for  it.  ^ 

The  magnitude  and  multiplicity  of  the  transactions  of  a 
bank  woufd,  it  is  supposed,  effectually  prevent  a thorough 
audit  of  its  accounts.  Let  this  be  considered.  The  Western 
Bank  had  101  branches,  besides  the  extensive  business  carried 
on  at  Glasgow.  Now  does  any  one  suppose  that  Mr  Taylor 
had  a personal  knowledge  of  the  responsibility  of  all  the 
debtors  who  borrowed  the  Bank’s  money  throughout  Scot- 
land ? or  that  even  in  Glasgow  he  knew  the  amount  of  credit, 
and  the  worth  of  the  security  given  to  the  Bank  for  every 
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advance  it  afforded  ? Such  is  not  the  system.  The  manager 
acquired  a monopoly  of  the  knowledge  of  the  affairs  of  the 
Bank,  because  he  was  seated  in  the  centre  of  all  the  lines  of 
intelligence  which  continually  conveyed  to  him  accurate  in- 
telligence of  all  that  occurred  throughout  the  wide  circiim- 
ference  of  the  Company’s  trade.  Two  or  three  Inspectors 
received,  digested,  superintended,  and  reported  all  that  went 
on  at  these  101  Branches.  The  Accountants  at  Head  Office 
spread  before  the  Manager  the  balances  of  their  accounts  with 
bankers  and  correspondents  ; the  amount  of  discounts  to 
each  house,  the  state  of  their  advances  and  the  securities  ; the 
position  of  the  London  Account ; the  Bills  for  Discount,  and 
the  state  of  outlying  debts. 

It  is  by  a careful  subdivision  of  the  extricate  and  vide 
spread  business  of  a bank  under  various  competent  sub-ordi- 
nate management  that  the  threads  of  the  whole  can  be  held 
by  a single  hand.  Now  this  very  .subdivision  makes  inspection 
easy.  The  manager  has  simply  to  let  those  who  are  ap})ointed 
to  inspect  his  establishment  enjoy  for  a short  time  the  aids 
and  advantages  he  has  ever  at  his  side,  and  standing  there  in 
the  centre  of  light,  it  would  not  be  difficult  to  .scan  all  he 
sees,  and  judge  if  he  has  accurately  depicted  it. 

AVho  ought  thus  to  audit  the  manager’s  management  ? If 
there  is  truth  in  the  foregoing  representation,  if  this  aid  is  to 
be  found  ever  ready  in  the  subordinates  of  the  establishment, 
then  the  amount  of  time  and  labour  i-equis’te  is  not  so  for- 
midable as  to  prevent  some  of  the  Ordinary  Directors  of  the 
Bank  from  iindertaking  it  annually.  Let  them  subdivide  the 
work,  examine  and  certify  the  state  of  some  })articular  depart- 
ment consigned  to  each,  and  the  whole  would  be  soon  com- 
pleted. 

The  other  mode  is  to  employ  periodically,  as  our  In.surance 
Companies  do,  an  auditor  accustomed  to  such  work,  though 
not  interested  in  the  Company,  and  giving  him  the  same  aids, 
receive  his  report.  But  some  way  or  other,  surely  a remedy 
ought  to  be  found  to  prevent  the  evils  flowing  from  excessive 
secresy. 


DEPOSITORS  AND  LIMITED  LIABILITY. 


3 < 


DEPOSITORS  AND  LIMITED  LIABILITY. 

On  glancing  over  the  events  of  1857,  two  facts  seem  worthy 
oJ  the  attention  of  those  who  lend  their  money  to  hanks,  the 
Depositors.  These  facts  are  imi)ortant,  because  they  illustrate 
ii  iportant  principles. 

1.  Both  the  Scottish  Banks  which  stopped  pajunent  that 
y ‘ar  (jave  a half  cent,  extra  to  their  depositors.  They  did 
n )t  always  do  so,  hut  frequently,  very  frequently,  the  other 
b;  inks  were  told  by  their  customers,  “ I can  get  more  interest  ' 

elsewhere,  pay  me  my  receipt,”  and  the  deposit  was  removed 
t(  the  Western  or  the  City  of  Glasgow  Bank. 

Such  liberality  does  not  usually  arise  in  1 )aiikers  from  bene- 

V )lent  generosity,  but  from  the  fact  that  they  are  in  want  of 
n oney.  Therefore  they  otfer  higher  terms  than  the  current 
r:  te.  They  must  have  the  money  and  will  give  any  terms  to 

s(  cure  it.  Such  is  always  the  position  of  needy  borrowers.  . 

Cur  gay  young  officers,  who  are  unfortunately  obliged  to  apply 
t(  I some  “ Merchant  of  Venice,”  never  drive  a close  bargain  as 
t(  • the  rate  of  discount,  they  will  allow  any  per  centage  to  get 
tlie  hard  cash  down. 

An  ex})erienced  commercial  traveller  hearing  of  an  extensive  ► 

o der  given  at  once,  without  much  regard  to  })rice,  by  a party 
h 3 did  not  know,  advised  delay  in  executing  it,  for,  “ said  he,” 
il  looks  as  if  lie  never  “ vntevded  to  pay  !”  It  was  quite  true, 

V hen  a man  intends  to  fulfil  his  promise  he  is  slow  to  promise, 
a ad  often  drives  a hard  bargain,  but  the  merchant  or  the 
banker  whose  first  object  is  to  get  the  goods  or  the  capital 
il  ito  his  hands,  and  with  whom  paying  for  it  is  quite  a second- 
ary  consideration,  will  offer  any  conditions. 

If  unusually  high  interest  is  offered  for  money,  it  would  be 
veU  to  consider  whether  the  party  borrowing  has  any  inten- 
t on  of  repaying  the  capital. 

Tlie  principle  this  fact  illustrates  is  just  the  common  place 
remark,  that  a higher  than  the  current  rate  of  interest  repre- 
si'nts  gi’eater  risk.  The  Depositor  gets  mom  interest  but  less 
security.  It  is  unnecessary  to  say  more  on  such  a point. 
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2.  The  other  fact  is,  that  the  Shareholders  of  the  Western 
Bank  had  unlimited  liability. 

Its  Shareholders  know  that  to  their  cost,  but  it  was  well  for 
its  Depositors  that  it  was  so.  We  synqiathise  with  the  suf- 
fering shareholders,  but  it  is  cause  of  gratitude  that  the  De- 
positors have  not  lost  a shilling.  Had  the  loss  fallen  u])on 
them,  the  amount  of  suffering  would  have  been  far  greater. 

The  value  of  the  Deposits  of  the  Western  Bank  was 
£5,300,000,  and  the  number  of  their  De})ositors  was  42,000, 
and  of  tho.se,  20,000  were  under  £50  each.  Let  any  one 
Avho  knows  that  class,  calculate  how  many  prol)ably  of  these 
had  placed  in  that  Bank’s  hands  the  savings  of  a life-time  of 
toil,  the  whole  sustenance  of  old  age,  the  provision  for  rearing 
an  orphan  family,  or  sustaining  a Mddt)wed  motlier  ; and 
imagine  how  much  suffering  would  have  followed  had  the  loss 
fallen  on  such  a class,  who  are  generally  fiir  poorer  and  far 
more  numerous  than  the  Shareholders. 

These  creditors  of  the  Western  Bank  would  have  lost 
seriously  had  the  liability  of  the  Bank  been  limited.  The 
Capital  has  been  exhausted,  aod  two  calls,  one  of  £25  and 
another  of  £1  per  share  have  been  made  on  the  Shareholders 
and  largely  })aid.  The  amount  of  the  Capital  has  been  nearly 
twice  exhausted  before  the  Dei)Ositors  could  get  their  own. 

We  would  like  the  attention  of  our  readers  to  the  “ L im  ited 
Liability  jninciple,  especially  as  applied  to  Banks.  Tlie  fact 
above  stated  ouglit  to  secure  the  attention  of  those  who  en- 
trust their  money  to  banks. 

Within  these  three  or  four  years,  in  consequence  of  sundiy 
Acts  of  Parliament,  almost  eveiy  new  Joint  Stock  Company 
that  has  started,  has  appeared  before  the  jmblic  with  the  word 
“limited”  attached  to  its  title.  Do  the  public  fully  realize  the 
import  of  that  little  word  ? It  signifies  that  that  Company 
have  secured,  under  Act  “ Victoria  so  and  so,”  the  inestimable 
privilege  of  unlimited  jirofit  but  of  limited  loss.  The  Com- 
pany register  the  names  of  their  Shareholders  and  the  amount 
of  their  Cajiital  in  the  jmblic  office  vdiere  they  can  be  reached 
by  any  who  choose  to  take  the  trouble,  and  in  return  for  this, 
if  they  should  be  so  unfortunate  as  to  lose  in  their  speculation 
more  than  their  capital,  the  jmblic  has  no  recourse  on  these 
Shareholders,  but  must  bear  the  loss  theinselve.s. 
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How  did  such  an  arrangement  become  law'  ? We  have  some 
ic  ea  that  it  was  the  result  of  “ class  legislature,”  and  of  the 
ii  .fluence  of  a class  whose  pow'er  the  country  ought  to  be 
jtalous  of, — “The  aristocracy  of  wealth,” — the  money  power 
o ‘ the  kingdom  ; a power  never  exercised  for  any  noble, 
g 3nerous,  or  elevating  end,  ever  grasping,  selfish  and  mean. 

The  measure  suited  this  class,  “ our  capitalists,”  a class  of 
g *eat  influence  ; and  it  also  suited  another  class,  “ our  specu- 
h tors,”  a class  of  untiring  activity.  The  first  longed  for  un- 
limited profits,  but  would  not  risk  their  whole  fortunes  in  any 
oie  enterprise.  The  second  longed  for  capital,  but  could  not 
g3t  it  under  existing  liabilities.  The  limited”  responsibility 
.^ct  served  both.  A Joint  Stock  Company  “ limited”  wsis 
ei  tablished.  The  capitalists  got  their  high  profits  and  little 
risk,  and  the  other  got  the  capital  to  speculate  wdth,  to  them 
tl  le  great  necessary  of  life.  Let  us  look  at  this  arrangement, 
fi  ’st  in  general,  and  then  as  applied  to  Banking. 

1.  Surely  it  is  most  proper  that  the  risk  of  all  undertak- 
ii  gs  should  be  on  those  who  have  the  means  of  knowing,  and 
tlie  power  to  regulate  the  amount  of  that  risk. 

Now  such  knowledge  and  such  power  always  lies  with  the 
si  lareholders  and  not  with  the  public.  But  these  Acts  of 
Pirliament  really  transfer  it  from  those  who  know,  or  who 
n ay  know  the  real  state  of  the  Company’s  affairs,  to  parties 
w ho  cannot  have  any  right,  and  probably  have  not  any  means 
to  ascertain  such  facts. 

Most  of  these  Companies,  it  is  to  be  hopc'd,  keep  some  sort 
o:‘ books.  They  have  annual  meetings  of  their  Shareholders, 
a:  id  a balance-sheet  of  some  description  is  exhibited  in  a be- 
coming prefiice  for  the  announcement  of  the  amount  of  divi- 
d 3nd  ; now  Shareholders  have  a right  to  secs  these  books  and 
to  examine  or  get  examined  the  balance  of  their  affairs,  and 
n ay  know  somewhat  of  how  their  affaiis  really  are,  and 

Itlius  may  discover  and  control  the  amount  of  their  responsi- 

b lity,  and  therefore  on  them  the  liability  should  rest.  None 
O'  ‘ these  privileges  belong  to  a creditor  of  the  Company,  and 
tlierefore  beyond  knowung  the  general  character  of  those  with 
v horn  he  deals,  he  ought  not  to  be  liable  for  the  management 
oi  the  Company. 
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2.  The  “ limited  ” responsibility  tends  to  increase  the  pro- 
bability of  mismanagement. 

Why,  even  with  the  unlimited  liability  of  the  Directors 
and  Shareholders  of  the  Western  Bank,  though  each  man 
knew  that  his  whole  fortune  was  at  stake,  there  was  not, 
during  many  years  of  flagrant  mismanagement,  motive  enough 
to  make  any  of  the  Directors  ask  a few  simple  questions  or 
spend  time  sufficient  to  verify  the  balance  of  any  of  the  most 
doubtful  accounts,  nor  one  out  of  so  man}^  hundred  Share- 
holders demand  an  opportunity  to  satisfy  himself  that  he  was 
safe.  And  what  does  the  introduction  of  this  principle  effect  ? 
One  would  have  expected  that  with  such  evil  existing  the 
course  pursued  would  have  tended  to  make  Directors  and 
Shareholders  more  alive  to  theii*  interest,  and  measures  would 
have  been  devised  to  make  these  parties  more  strict  and  less 
negligent  in  looking  after  their  affairs.  Instead  of  this.  Go- 
vernment steps  kindly  fonvard  and  says  it  is  very  hard  that 
you  should  either  be  compelled  to  attend  to  your  affairs  or 
submit  to  the  natural  consequence  of  neglect,  we  will  secure 
that  in  future  you  shall  enjoy  profit  and  your  ease  too,  you 
shall  be  protected  from  all  loss  beyond  a limited  sum. 

This  is  likely  to  produce  some  specimens  of  mismanage- 
ment far  exceeding  anything  yet  produced.  It  is  dangerous 
to  prophesy,  but  give  these  companies  time  to  pay  “ unlimited” 
profits,  handsome  salaries  to  officials,  and  to  expend  their  own 
capital  and  all  they  can  borrow  from  others  in  reckless  specu- 
lation ; let  another  commercial  crisis  come  on  our  country, 
and  these  limited  concerns  vanish  like  smoke,  then  the  public 
will  find  that  “ limited  ” really  signifies  that  they  get  the  loss 
and  others  get  the  profit.  Then  there  ^viU  be  a general  and 
bitter  cry  for  repeal  of  such  “ acts  ” as  these. 

3.  The  most  serious  question  remains  to  be  considere  is 
“ limited  ” liability,  fair  and  equitable. 

Of  course  it  is  made  law,  but  it  may  not  be  equity. 

The  law  has  made  a condition  universally  binding  in  trad- 
ing with  these  companies  which  no  one  would  submit  to  in 
his  ordinary  transactions.  The  dealings  are  not  with  indivi- 
duals, but  with  certain  defined  amounts  of  property  said 
once  to  exist.  Would  any  one  sell  to  a man  who  said,  “ Now 
I had  £100  in  this  pocket  when  I came  to  the  market,  and 
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''^ou  will  get  payment  out  ol  that  pocket  if  there  is  enough, 
i)ut  you  shall  have  no  claim  on  what  is  in  my  other  pockets? 

Why  should  any  one  who  will  not  take  unlimited  risk 
i.eek  unlimited  profit?  Can  a sufficient  answer  to  this  ques- 
,ion  he  given  ? It  is  said  it  is  hard  that  by  taking  a £1  0 
ihare  in  a concern  a man’s  whole  estate  should  be  made  re- 
;ponsible,  and  perhaps  the  man  ultimately  ruined.  The  an- 
iwer  is  very  simple  ; let  the  Shareholder  limit  his  profit, 
ind  his  risk  is  limited  too  ; let  him  lend  the  £10  at  a fixed 
•ate  of  interest  and  his  liability  is  restricted  at  once  ; let  him 
36  a Lender  and  not  a Shareholder  and  he  has  restricted 

iability — he  is  safe. 

It  serves  to  test  the  fairness  of  a principle  to  bring  it  out 
in  an  illustration.  Many  cannot  judge  of  a principle  who 
3an  feel  distinctly  the  merits  of  any  particular  case. 

Suppose  a Bank  with  limited  responsibility  in  fiiir  credit, 
i Depositor  lends  the  Bank  £1000,  perhaps  the  whole  trust 
fund  of  some  orphan  family.  The  Establishment  seems  flour- 
ishing, the  Manager  is  liberally  paid,  the  Directors  are  most 
respectable  men,  the  Dividend  is  rising,  they  divide  10  or  12 
per  cent.,  and  seem  extending  their  business  ftir  and  wide. 
The  interest  on  the  Deposit  is  not  above  the  current  rate. 
The  season  of  prosperity  closes  ; interest,  rises,  and  a severe 
pressure  begins  to  try  the  commerce  of  the  country.  Suddenly 
some  extensive  house  stops;  the  Bank  is  a large  creditor,  a very 
large  creditor ; an  alarm  is  given,  confidence  is  shaken, 
difficulties  thicken — crash  after  crash — and  misfortunes  are 
accumulating  on  the  doomed  Establishment — a few  struggles 
and  it  shuts  its  doors. 

The  partners  lose  their  capital ; many  of  them  have  drawn 
1 0 per  cent,  for  G or  8 years,  and  they  are  all  pretty  safe. 
Tlie  Depositors’  claims  are  twice  or  thrice  the  amount  of  capi- 
tal, and  after  having  their  money  locked  up  for  months, 
annoyed  with  the  uncertainty  and  the  harassing  details  of 
legal  proceedings,  they  get  10s.  per  £1.  It  was  the  Deposi- 
tors’ money  that  made  the  profit  of  1 0 per  cent,  to  the  Share- 
holders. The  Depositors’  interest  was  a fixed  low  rate ; they 
shared  not  in  the  property  of  the  Bank.  They  had  no  right 
to  ask,  no  means  of  knowing  whether  it  was  prosperous  or  not. 
But  now  they  must  bear  most  of  the  loss,  while  those  who 
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reaped  the  benefits  of  the  season  of  prosperity  escape  com- 
paratively unscathed.  Is  such  a thing  fair  ? 

Two  other  pleas  might  be  urged  why  the  Banking  Institu- 
tions of  our  country  ought  not  to  be  placed  in  so  invidious 
a position.  Our  Banks,  especially  in  Scotland,  have  been 
and  are  the  great  motives  to  industry  and  prudent  accumula- 
tion. Anything,  therefore,  that  affects  the  stability  of  our 
Banks  will  injure  National  Industry.  Saving  Banks  are  com- 
paratively little  required  in  Scotland  ; our  banking  system 
has  ever  held  out  every  inducement  to  make  the  pojndation 
carehd  and  industrious.  Small  sums  have  been  always  received 
at  the  Head  Offices  and  at  the  numerous  Branches  scattered 
over  the  country  ; held  at  call ; and  interest  from  day  to  day 
gTanted  on  them.  The  Western  Bank  alone  had  20,000  Depo- 
sitors under  £50  each  ; some  of  the  Banks  in  Scotland  have 
nearly  twice  the  amount  of  Deposits,  and  will  have  nearly 
twice  as  many  Depositors.  All  this  stimulus  to  industry  de- 
pends on  those  who  thus  deposit  their  savings  knowing  that 
they  have  somewhere  to  place  them  where  they  will  be  per- 
fectly secure — let  anything  cast  a doubt  over  this  security,  and 
the  temptation  to  spend  their  money  is  increased  as  the  in- 
ducement to  save  it  is  diminished.  True,  the  creditors  of 
Banks  have  not  yet  suffered  from  the  limited  guarantee  of 
the  Shareholders,  but  if  there  is  truth  in  what  we  have  de- 
scribed as  the  natural  working  of  the  system,  then  the  time 
will  come  when  they  will  lose  ; confidence  will  be  shaken  ; 
depositors  will  not  have  any  such  inducement  to  accumulate 
their  savings,  and  national  industry  will  be  injured. 

Again,  our  Scottish  Banks  and  many  English  ones  supply 
a large  part  of  the  circulation  of  the  country.  All  who  view 
the  currency  of  an  empire  as  a legitimate  care  of  Government 
must  hold  that  Government  ought  to  make  that  cuiTency 
when  it  is  “ paper  ” as  secure  as  possible. 

Is  the  Government  making  the  circulation  as  secure  as 
possible  when  it  grants  the  Bank  of  England  a restricted 
liability,  and  thus  leaves  twenty  millions  of  the  Bank’s  notes 
in  the  hands  of  the  public  without  any  security  beyond  what 
the  other  creditors  of  the  Bank  would  have  on  the  property 
of  the  Bank  ? Some  have  supposed  that  the  holders  of  the 
notes  have  a prior  claim  to  other  creditors  of  the  Bank.  It 
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ieems  evident  they  have  not ; the  opinion  of  Mr  Freshlield  in 
die  Appendix  to  the  Report  seems  quite  satisfactory.  Tlie 
oanking  regulations  of  America  might  teach  us  the  impro- 
priety of  such  a state  of  things.  In  New  York  not  only  has 
security  to  be  lodged  with  the  Government  for  every  note 
issued,  but  note-holders  have  a prior  claim  to  every  other 
31’editor. 

The  cii'culation  of  our  Scotch  Banks  is  doubtless  perfectly 
^afe,  while  they  offer  unlimited  security,  but  they  ought  all 
bo  give  that  guarantee  to  the  country,  especially  when  Go- 
vernment gives  the  note-holder  no  priority  of  claim. 

After  all  some  one  may  ask,  “ why  so  much  argument 
against  limited  liability  on  Banks,  when  it  is  not  proposed  ; 
they  were  expressly  excepted  from  the  other  joint-stock  com- 
panies in  the  recent  Act  ? True,  but  many  things  seemed  to 
show  that  that  exception  would  be  sought  to  be  abolished  ; 
the  strong  bent  of  our  influential  money -lords,  thus  “to  cut 
short  their  losses,  but  let  their  gains  run  on,”  by  such  an 
interposition  of  Government  in  their  favour  ; the  fact  that 
many  of  them  have  suffered  in  the  Baidv  failures  more  than 
they  would  like  to  do  again  ; and  the  sympathy  existing  for 
ruined  Shareholders  would  aid  in  making  a measure  to  pre- 
vent such  a recurrence  pass  easily.  Such  an  exception  has 
been  abolished ! and  a measure  for  allowing  Banks  to  enjoy 
“Limited  Liability”  has  passed.  In  August  1858  it  was 
very  quietly  got  through,  and  now,  under  “ act  2 1 and  2 2 Viet., 
cap.  91,”  Shareholders  may  divide  the  whole  of  their  Deposi- 
tors’ money  among  themselves,  and  leave  them  their  small 
paid-up  capital  instead.  It  is  just,  however,  to  state,  that 
Banks  of  issue  are  made  by  the  Act  responsible  for  their  cir- 
culation in  addition  to  their  limited  liability.  There  is  a 
provision  also  binding  them  to  publish  their  accounts.  The 
Western  Bank’s  accounts  are  published,  and  look  very  well ! 
But  do  Depositors  in  our  Scotch  Banks  njquire  to  be  warned 
to  seek  to  place  their  money  in  Banks  where  the  Share- 
holders are  fully  liable  ? Well,  it  is  a pity  to  see  men  act- 
ing unreasonably,  and  many  did  so  dui  ing  our  last  panic. 
There  are  one  or  two  Scotch  Banks  generally  supposed  to 
have  “ limited  liability.”  Now,  frequently  during  “ the  panic” 
of  1857  most  respectable  individuals  were  seen  dragging  bags 
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of  gold  out  of  the  Banks  which  had  a large  and  most  un- 
doubted proprietary,  each  liable  to  his  last  shilling  for  the 
debts  of  the  Bank,  to  place  them  as  Deposits  in  a Bank  whose 
liability  was  limited  ! Common  sense  seems  to  say,  “ don’t 
do  so  again.”  It  took  “unlimited  liability”  to  pay  the  Deposi- 
tors of  the  Northumberland  and  Durham  District  Bank 
l7s.  6d.  per  pound.  Nothing  less  than  such  responsibility 
ought  to  satisfy  you. 
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